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OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 
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Barber Makes the Burner 
Suit the Appliance 


Since strict conservation is now the urgent duty of every fuel user, the type of 
ficiency afforded by Barber Burners assumes new significance. A group of about 
© hundred outstanding makers of gas appliances for all purposes, who have 
adopted Barber units as standard equipment, furnish unquestionable evidence as 
> Barber superiority. 


e have the proper facilities and experience for designing and building the ex- 
uct type and size of burner unit to fit any gas appliance, using natural, manu- 
actured, Butane or bottled gas. We will cooperate with any reliable manu- 
acturer in the necessary development and laboratory testing, and in acting as 


ontinuous source of supply for his burner units. 


Write for Catalog 42 showing many styles of Burners for Appliances and Industrial Equipment, also Con- 
version Burners for Furnaces and Boilers, and Pressure Regulators. 


HE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


BARBER BURNERS 
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That RIED 
Guarantee 
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“Laid up for 
Repairs” 















® The housing, 
weak spot of ordinary pipe 
wrenches, is a strong part 
of the RIEAID; guaran- 
teed not to break or warp, 
this ends practically all your 
bother and expense of 
wrench repairs. RIZFAID 
design also gives you ad- 
justing nut easy to get at, 
that spins readily to pipe 
size. Replaceable jaws take’ 
hold and let go instantly, 
won’t lock on pipe—and 
full-floating hookjaw has 
handy pipe scale. You'll 
like the strong comfort- 
grip I-beam handle of this 
popular pipe wrench. Buy 
RIFS&ib—at your Supply 


House. 
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If this Housing ever 
Breaks or Distorts we 


will replace it Free 
THE TOOL CO 
ELYRIA, O. 












You seed RIBAID End 
Wrench for pipe in coils 
| or against flat surfaces! 


x PIPE TOOQa = 


Eu THE RIDGE TOOL COMPANY 
Elyria, Ohio, U, S.A. 








This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Pages with the Editors 


aes ioe it is not very polite to compare the 
status of public relations enjoyed by the 
various members of the public utility family 
—gas, electric, telephone, transit, and so 
forth. But any attempt to deal with the sub- 
ject of public relations requires above all a 
realistic approach. This, we feel, is perhaps 
the principal virtue of the article in this issue 
by E. Crevetanp Gippincs (beginning page 
618), who happens to be assistant to the 
president of the Capital Transit Company oi 
Washington, D. C. Needless to say, his work 
for that company deals largely with its public 
relations. 


Mr, Gippincs is frank enough to state his 
own belief that the telephone industry has per- 
haps done a little better job than some other 
members of the public utility family in the 
realm of sustaining and improving its public 
relations. It is no secret that a good many 
public utility officials outside of the telephone 
industry share that view. And without labor- 
ing the comparison to the point of being 
odious, the circumstances underlying the situ- 
ation become quite interesting upon further 
analysis. 


WE were discussing this very point with a 
telephone official recently. He made a provoc- 
ative statement to the effect that the public 
relations of the telephone industry are prob- 
ably good, because of intensive cultivation re- 
sulting from the industry’s recognition of the 
fact that it needs good public relations—per- 
haps more than the other utility industries. Of 
course, all public utility business needs good 
public relations, and is likely to find itself in a 
difficult position if such relations deteriorate. 
But what our telephone friend was trying to 
point out was that his business is particularly 
vulnerable to the penalties which follow in the 
wake of poor public rélations. These can be 
grave indeed if political complications set in. 


¥ 


E naturally asked why. He said that the 
test was a simple one—the test of Dis- 
In practice it 


W 


pensability, as he called it, 
works something like this: 


“How much was your electric bill last 
month, or on the average?” the telephone man 
asked, 


It so happens that we live in a typical 8- 
room residential home with the usual accoutre- 
ment of appliances. The answer was “be- 
tween $2.50 and $3.” 
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E. CLEVELAND GIDDINGS 


A utility cannot escape having some kind of 
public relations, whether good, bad, or in- 
different. 


(SEE Pace 618) 
“Ati right, how do your gas bills run?” 


It so happens we use an automatic hot 
water heater and gas cooking service typical 
to the residential development of our own city. 
The answer was “between $3 and $3.50.” 

“How much is your telephone bill, not 
counting toll calls or any other extras?” 


THE answer was that for unlimited residen- 
tial’ service in our community the monthly 
telephone bill amounts to $4.25, exclusive of 
Federal taxes, 


“Now comes the test of Dispensability,” con- 
tinued the telephone man. “If, by some fan- 
tastic circumstance, you were faced with the 
absolute necessity of doing without one of 
these services and retaining the other two— 
understand, not on grounds of being able .to 
afford the service, but purely on the grounds 
of your need for it—which would you elim- 
inate first ?” 


WE thought about this a minute. We re- 
called our youthful days when we seemed to 
get along fairly well without a telephone as 
compared with the other necessities and sheep- 
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Otter Tail Power Co. — Canby, Minn. 
75,000 Ibs./hr.—500 lbs. Pressure—825°F. Temperature 
Riley Pulverized Coal Fired Steam Generating Unit 


an outstanding smaller public utility installation 


If you want to see a truly outstanding smaller boiler unit, visit the Riley installation 
at Otter Tail Power Company, Canby, Minn. Here is a unit which operates at 87.3% of 
efficiency though Riley only guaranteed 85.7 %—which though having a maximum capacity 
of 75,000 pounds of steam per hour, maintains loads of 15,000 pounds with absolute ease 
and complete ignition stability—which burns Illinois coals without slagging, the ash being 
entirely granular in form. 

It is because of such completely satisfactory performance that so many public utilities 

ave recently installed Riley Boiler Units. 


P *p 2) b COMPLETE STEAM GENERATING UNITS 


TOKER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS * FLUE GAS SCRUBBERS 
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8 PAGES WITH THE EDITORS (Continued) 


ishly admitted that the telephone would be the 
first of the three utility services to go. Upon 
pressing the inquiry one step further, we ad- 
mitted that the gas would have to go next be- 
cause, under the “fantastic” hypothesis, we 
might still be able to cook with electricity or 
other fuels. Electricity, we decided, would be 
the last to go because our home is so organized 
on an electrical basis with all the appliances, 
the operation of the oil burner, the radio, 
and the elementary convenience of electric 
light, that any sort of comfortable living with- 
oo it, in our city at least, would be unthink- 
able. 


“THERE is your reason,” said the telephone 
man. “The three utility services you men- 
tioned are dispensable in the reverse order 
of their expense. Your choice is fairly typi- 
cal of what other citizens would say who live 
in average large cities. Of course, the order 
of expense might vary in smaller cities so that 
the telephone would, in the rural communi- 
ties, perhaps be least expensive. The telephone 
business labors under the further disadvan- 
tage of being unable to lower rates very much 
as the use of service increases; and must often 
increase rates as the size of the community 
increases—almost the opposite from gas and 
electric service.” 


¥ 


[" was suggested, ihereupon, that the tele- 
phone industry had rightly decided, many 
years ago, that its best nrotection against the 
slings and arrows of changing economic for- 
tunes would be to secure the continuous loy- 
altv and friendship of its customers. It set 
out to do this in every way possible and its 
present estate testifies to the success of its 
undertaking. Thus, industrywise we have, to- 
day, the paradox of the most indispensable 
utility service—for the average city dweller 
at least—often suffering from such difficult 
public relations that it is occasionally neces- 
sary to defend its very managerial existence 
from the onslaughts of agitation for changes 
in ownership by public acquisition. 


MEANWHILE, the perhaps more dispensable 
and often more expensive telephone service 
goes on enjoying such high public esteem that 
the matter of public ownership is rarely if ever 
mentioned. Certainly the explanation for 
this paradox cannot be contained in the old 
political arguments about lower rates. A more 
logical explanation would seem to be, in part 
at least, traceable to careful, continuous, and 
patient cultivation of the g will and loy- 
alty—not only of the subscribing public but, 
more immediately, of the industry’s own em- 
ployees. 


Earty this year Charles F. Mason, then 
president of the United States Independent 
Telephone Association, at a spring conference 
of that body in Chicago, made a very pithy re- 
mark which is well worth the reflection of 
anybody seriously interested in public utility 
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business of any kind, He said: “I don’t recall 
that I have ever seen a case of a (utility) com- 
pany having good public relations and poor 
employee relations. Conversely, I have never 
seen a case of good employee relations and 
poor public relations. I think we are, there- 
fore, justified in concluding that good public 
relations and good employee relations are 
simply the reverse sides of the same coin and, 
accordingly, ought to be treated as an integral 
problem.” 


» . 


EAVING this somewhat delicate field of com- 
paring public relations of one utility in- 
dustry with another, it certainly is within the 
common knowledge of any experienced utility 
or regulatory official that an especially low 
rate does not automatically mean good public 
relations. Vice versa, a higher than average 
rate does not necessarily mean poor public re- 
lations. It goes without saying, of course, 
that whatever the rate happens to be, the cus- 
tomers must be satisfied that it is reasonable. 
That is perhaps a conditio sine qua non of good 
public relations. But it is not the whole 
answer by a long shot. 


PERHAPS more attention to these other con- 
tributing factors of good public relations, par- 
ticularly the contented and loyal employee 
angle, would go a long way to offset disturb- 
ances in public relations which result from a 
mere comparison of rates per se. This is espe- 
cially important to the electric power indus- 
try which, for a number of years, has been 
operating under a periodical rate comparison 
X-ray, taken and well publicized by the Fed- 
eral Power Commission. There can be no 
great objection to such rate comparisons, as 
such. It is quite conceivable that they can be 
valuable as a double-check, to bring to light 
extreme situations—always providing, of 
course, that due allowance is made for extenu- 
ating circumstances. 


5 


+* the leading article in this issue by a mem- 
ber of our own editorial staff, Francis X. 
WE cH, considerable point is made of the fact 
that allowance is not always made for ex- 
tenuating circumstances in the government’s 
dealing with private utilities. 


¥ 


E. Perks, whose article on utilities in the 

e war zones begins on page 625, is the 

Montreal correspondent for the Montreal Daily 

Star, who has previously written for this pub- 
lication. 


THE next number of this magazine will be 
out November 23rd. 


For Cia 
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And I learned 
about women 
from you! 


I wasn’t myself today. The boss was yelling at me for 
those new figures. And me with only two girls, instead 
of the five I used to have! 


Mistakes all over the place! No two answers At lunchtime Miss O’Malley, who practi- 
would come out the same. I was wild...an cally raised me in this business, marche 
the girls were in tears. me over to the Remington Rand office. 


out a WPB application for one of these 


“Pete, it’s about time you learned some of Printing Calin ators. And with Miss O’Mal- 
the facts of calculating life” , She said.““Now ley to spread the good word, maybe the girls 
this machine...” will forgive me. 


@ The girls WILL forgive you, Pete. . wheht they learn what’s coming. 
And if the boss finds out, you might very possibly get promoted. For 
everybody loves the Printing Calculator: the operators, because it’s 

so simple to operate, so fast . . . the boss, because this one 
machine does all kinds of office figuring . . . you, because it 

backs you up with a permanent printed ‘record of every 

problem ...something no other calculator can do. 


YOU COULDN'T DO BETTER than follow Pete’s exam 
Why not get in touch with ag ae La today? Gali 
any office, or write us at Buffalo 5 


Reminglon Rand 


The only PRINTING calculator with automatic division 


5 To make a sour story sweet, I’ve just made 
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CAN ENGINEERED SOOT BLOWER INSTALLATIONS 


jew of economizer installation with 162 crank oper. 
ated head. Note the folding cranks and ease of piping up. 


new VULCAN catalog fully describing VULCAN equipment appears in the 
944 Sweets, and a copy is available on your request. 


LCAN: SOOT BLOWER CORPORATION, DU BOIS, PENNA. 
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J. Epcar Hoover 
Director, Federal Bureau of 
Investigation. 
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The New York Times. 
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Chairman, Tennessee Valley 
Authority. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“Let us forever pledge that we shall keep here 
in America a way of life that is wholesomely democratic, 
where citizens walk consciously and fearlessly as free 
men.” 


. 


“Government-made jobs can be a crisis necessity. But 
such jobs are not good enough for the long pull. For the 
long pull, the American people want a highway, not a_ 
dead-end street.” 


¥ 


“It is no reflection on a man to admit that he is not a 
great statesman. It is no very harsh criticism of a man 
to point out that he does not qualify for the office of 
President of the United States.” 


% 


“We must not merely defeat the armies and navies of 
our enemies. We must defeat, once and for all, their will 
to make war. In their hearts as well as with their lips 
let them be taught to say: ‘Never again.’ ” 


. 


“The principal need for world currency stabilization is 
sound internal policies in each country, not more interna- 
tional machinery. Each nation must want a stable cur- 
rency enough to accept its necessary consequences.” 


“One sarcastic outlander has already come up with an 
explanation lof the New York t ansit difficulty] : ‘Why do 
New Yorkers insist on a nickel fare? Because it’s the only 
thing in their city that you can’t put on the cuff.’” 


“Tf, as current trends forecast, operating expenses and} 
taxes take 90 per cent of railway gross earnings in 1944, 
the remaining 10 per cent will be the smallest percentage’ 
of gross earnings ever left for net operating income in any} 
year in railway history.” 


e 


“The danger [of the future] is that we will allow out 
energies and our driving vitality to be consumed in violent] 
controversy over meaningless slogans and catch-phrases; 
by name calling over vague abstractions—undefined | 
phrases such as ‘free enterprise,’ ‘collectivism,’ ‘reaction=) 
ary,’ or ‘radical.’” : ¥ 
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b 
FOR YOUR BUSINESS! 
% The growing problem of fast, efficient payroll handling will 
“a become. further complicated on January 1, 1945, when the 
Individual Income Tax Act of 1944 goes into effect. Deter- 
mining employees’ faxes jo be withheld from wages will be 
ut -more complex than ii now is. 
he ok ae : Because tax determination must come first, less time will be 
a eee “left for actual writing of the payroll. A new peak will develop— 
oa unless measures are token fo prevent il 
- To help you. overcome presen? payroll writing difficulties and 
asi avoid new ones, Burroughs offers a comprehensive new study, 
of “Payroll Peaks,” packed with constructive suggestions. Burroughs 
_also offers help in computing employees’ withholding taxes on 
and after January 1, 1945, in the form of governmeni-approved 
withholding tax fables for weekly, bi-weekly, monthly and 
of semi-monthly payroll periods. You will get much benefit from 
"a these latest Burroughs helps. Send for them joday. 
1S BR - . ‘ “Rd 4 
mit AW” RY Burroughs 
i cat a — | IN MACHINES 
. 7 fin COUNSEL 
IN SERVICE 
\ s FIGURING, ACCOUNTING AND STATISTICAL MACHINES 
an i ee nee JAINTENANCE SERVICE © BUSINESS MACHINE SUPPLIES 
do \ : : 
nly 
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WITHHOLDING TAX ne eunely 





» 
SS Sc ee - 
ind © an = TAX Ax TARE wey rs 
B)| Send for these FRE 3 
m | Send for these FREE helps : 
ny “Payroll Peaks’’—on unusually comprehensive booklet, ae 
graphically describing tl growth through the years 
of payroll peaks—ar level them. It dis- 
cusses severa . | their comparative BURROUGHS ADDING MACHINE COMPANY 3 
merits and their s ibility to v counting needs. DETROIT 32, MICHIGAN : 
ur : (D0 Send me your new booklet, “Payroll Peaks.” 4 
ent” : 0 ‘eH me_ withholding tax tables for (_—_) weekly, 
q ribed ivic c | ) bi-weekly, { ) monthly, ( —_) semi-monthly periods. 4 
7 BOG cord stick, these -oeiliceen tele aaa Name ' 
ned eS meet Te 





pany, 








Street. City 
PAMELA TE TERE LEE SE 
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REMARKABLE REMARKS—( Continued) 


Sam RAyBuURN “T want to see this greatest of all democracies [United | 
Speaker, U. S. House of “ States] do a man’s part in the world’s great work of 
Representatives. peace.” 


» 


Joun W. Bricker “Our country, I am convinced, is at the threshold of its 

Governor of Ohio. greatest era. I reject the theory that ours is a decadent so- 
ciety, that opportunity no longer exists, that as a free 
country we are through and that our lives must be regi- ~~ 
mented from cradle to grave and that a sparse existence 
based on scarcity of production be doled out to each of us. 
I denounce that defeatist line... . I say America is just 
beginning to grow.” 
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> 


CHESTER BOWLES “Our people are overwhelmingly in favor of a system 
Director, Office of Price in which the efficient will thrive and the productive and 
Admimstration. the resourceful can find rewards commensurate with the 
contribution they can make to our society. To attain this ~ 
goal, it is imperative that a market be maintained for 
all who can produce and that job opportunities be provided 
for all who are able and willing to work, The free enter- 
prise system can never fulfill its promise unless this is 
done.” 


» 


DonaLp M. NELSON “Now, as in 1942, every group interest that does not 
Former chairman, War Production coincide with the national interest has to be submerged. 
Board. It is against the national interest for business concerns to 
begin jockeying for competitive postwar position. The 
nation cannot now afford to have the minds which run 
American business swing away from urgent war problems 
to postwar markets, any more than it can afford to have 
workers leave war jobs in order to look for jobs in the 
civilian economy.” 


> 


Wittarp H. Dow “The nation and we as individuals must realize that we 
President, Dow Chemical Company. can live as we exchange our products with customers and 
the customers must have something to exchange. We must 
be free customers, men and women who can go to. the 
market place and buy or not buy exactly as we wish. If 
government offices may dictate our lives as customers, 
they will be compelled to dictate our lives as producers, 
which means we shall work where, when, and at what 
wage the bureaucrats will.” 


5 


G. L. DeLacy “We are living during the greatest military crisis since 
President, Nebraska Bar Napoleon. We are living during the greatest economic 
Association. crisis since Adam Smith. We are living during the great- 
est social crisis since the fall of the Roman Empire, It is 
apparent that there must have been a profound fault in 
the economic, social, and political structure of the world 
to have caused this crisis, and that such fault cannot be 
eradicated unless we remove, in part, old attitudes, old 
notions, and old valuations,” : 








ben Aig a general con- 
tract conditioning? 
No! Then you should consult a 
specialist about switching —_- 
ment problems. R&IE has 


way caine: 31 years on these 


RAILWAY AND 
PREENSBURG, PA. . . 
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HI-PRESSURE CONTACT Switching 
Equipment 4... changed every notion of what 


a switch should be. Who but a specialist could develop 
equipment with the operating advantages, the ease of 
handling, the performance records and the simplicity 
of design that you find in Hi-Pressure Contact Switches. 
R&IE continually searches for refinements, improve 
ments and operating advantages. 


INDUSTRIAL ENGINEERING CO 


~ « « « Im Canada — Eastern Power Devices Ltd., Toronte 


Cooperating one hundred per cent with the War Effort. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 








Public Utilities Fortnighily November 9, 19 





FOR WHAT MAY COME 


READY 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) } 


hily 


Fortnig. 


& 
2 
= 
= 
= 
~ 


Public 


November 9, 1944 





SUIMOL 
NOISSINSNYUL 


XONY-MV14 


uojBurysoa woyBurwarg 
oiydjepoyiyd 0602145 4104 MON 
‘Bq ‘YBangsiig 
‘Od18 ANVE SYAWAVA 2S0z% 
Auvduoy xouy-nvozg fo 


NOISIAIG XONY-MU14 


‘O1J9Z O1 JSO]D SISO) ad.ULUAaIUIVU 
saNpes YITYM JuIZ JO 1vOD DANIDAI0Id Kavay 
v snjd ones yisuass-14diam ysiy v ssassod 
SI9MO] XOUY-MUTG ‘SadTOJ JANIONIISAP asayi 
JeEquood OF “SoINIIONIIS pasodxa UO SUTPIIS pensn 
-un asodurt ainjesodwoaiul saduvyd aoa pur 
SWIO}S 199]S ‘spuIm SIP °° * paiwirardde si von 


-INIJISUOD XOUN - APTA IBY) sa1duassawa UI $j] 


! 
8 
: 
§ 
E 
= 
: 
5 
= 
s 
g 
+) 
g 
g 
5 





Public Utilities Fortnightly November 9,. 194 








iF YOU HA 


A MANPO 








« Mo tetus help you. Our trained men and special equipment 
combine to help you meet today’s increased demand for 

power. Whether yours is a problem of erection or main- 

tenance . . . regardless of distance or terrain .. . you'll find 


Hoosier service efficient and economical. 


ERECTION and MAINTENANCE OF TRANSMISSION LINES 
NEW YORK 46S, FIFTH ST., COLUMBUS, OHIO CHICAGO 
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AN UNFAILING ADVANTAGE 


Mercoid Controls are widely used in the fields of heating, air conditioning, 
refrigeration and various industrial applications @ Whatever the control 
requirement may be, it is conceded that dependable performance is most 
essential, due to the fact that any equipment governed by an automatic control 
is more or less dependent upon the control @ The dependability of Mercoid 
Controls is based upon their fundamental construction and operation. They 
are‘equipped exclusively with hermetically sealed mercury switches of special 
design @ Mercoid mercury switches are known the world over for their de- 
pendable service. They are not affected by dust, dirt or corrosion; nor are they 
subject to open arcing, with its attendant consequences of pitting, sticking or 
oxidized contact surfaces, all of which, are likely to interfere with normal 
switch operation @ The Mercoid Switch is one of the principle reasons among 
other things, why Mercoid Controls on the whole, give the assurance of better 
control performance and longer control life—a distinct and unfailing advantage 
—the reason why they are the choice of America’s leading engineers for many 
important wartime industrial applications. @ Catalog sent upon request. 


THE MERCOID CORPORATION - 4229 BELMONT AVE. - CHICAGO : 
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88,000 pounds per sq. in. tensile 
strength in extruded shapes, 75,000 
pounds in alclad sheet—stronger than 
any aluminum alloy in use today— 
nearly two times the yield strength of or- 
dinary structural steel and one and one- 
third times the tensile strength. That’s 
Alcoa’s new high strength alloy, 75S. 

No untried youngster, this alloy. 
Alcoa’s research and development di- 
visions have spent years in testing the 
performance of experimental quanti- 
ties. In the fall of 1943, the first com- 
mercial run was put through Alcoa 


mills, and production has continued at 


an ever-increasing pace. Already, at 


3) ALUMINU 


least eight major aircraft companies 
are building new experimental planes 
in which 75S is the principal struc 
tural material. 

75S is now a standard alloy for 
alclad sheet and extruded shapes. 
Plain sheet, plate, rolled rod and bar 
made from 75S continue on an experi: 
mental basis, but may be obtained for 
certain projects. 

With WPB approval, you can 
employ 75S in your products. Ou 
representatives will gladly help you 


- work it into your designs. ALUMINUM 
. CoMPANY OF AMERICA, 2134 Gulf 


Building, Pittsburgh 19, Pennsylvania. 
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4 Girls Release 7 Skilled Men 
for More Vital Work! 
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It’s true! Cardineer is a definite war 

or peace aid. It’s compact—up to 

15,000 cards within the convenient 
reach of the operator. It’s portable—roll it any- 
where you wish. It’s inexpensive—within a 
year its saving pays its total cost. It’s trim— 
tones up any office. But best of all, Cardineer 
gives you better housing of records while sav- 
ing 40% in operator personnel. Thus, it releases 
men and women for other vital work. Once the 
days of peace are here, economy of operation 
may well prove the difference between gain or 
loss. Get cost conscious, zow. The time is here 
to enjoy Cardineer and to set the stage far post- 
war conditions. Four models to choose from. 
Easily adapted to any recordkeeping needs. 

Phone or write for details. 


DIEBOLD, INCORPORATED « CANTON 2, OHIO 
Offices and Dealers in All Principal Cities 


DIEBOLD 


J 


Rekordesk 


Safes 


Bonk Vaults 


21 


@ REVELDEX ROTARY REFERENCE 
FILE, No. 73-05. Two or more 
records can be exposed at 
same time. 


© Cardineer disk movtt, 


72-70. Revolves in a horizontal 
plane. 2500 cards. Compact. 
Efficient. 

© Cardinecer Master movti, 
72-58. Holds 6000 cards. Occu- 
pies less than 4 square feet. 


© Cardineer senior movti, 
72-45. A new model with a 
surprisingly large capacity. 


ROTARY FILES 


Office Accessories 





Public Utilities Fortnightly 





These Ducts 
HAVE WHAT IT TAKES 


—for reliable cableway service 


Here are some outstanding reasons why j-M Transite Conduit 
and Korduct serve so well under the most severe conditions— 


inorganic .- - made of an asbestos electrolytic oF galvanic action. — 
and cement composition which Lower cable temperatures -+- 
omovies permanenceandsstrengts advantage resulting from a rela- 
makes the ducts immune to rust tively high rate of heat dissipation. 
or rot. incombustible - - _won’t contrib- 
Permanently smooth bore . «- ute to the fi j 

long cable pulls and replacements 

are made easier. Danger of dam- 

age to cables is minimized. 

Easily and quickly installed ..- adjacent cables an 

long, light-weight lengths and removal of damaged conductor. 
simple assembly method assure * * # 

rapid, economical installation. For complete details on Transite 
Immune to electrolysis --- being Ducts, write for Data Book, DS- 
entirely inorganic and non-metal- 410, Johns-Manville, 

lic; these ducts are not affected by St., New York 16, N. Y- 


TRANSITE conDvIT TRANSITE KoRDUCT 


rk and use underground For installation in concrete. Thinner walled 
but install geidentical with Transite Condit 


ville TRANSITE DUCTS 


i a 
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SUPERHEAT CONTROL 
in’ §.A. Boilers 





® Wide range superheat control in "S-A" 
type boilers is accomplished by placing all 





‘superheating surface in one of the twin tube 
banks. Dampers, placed in the gas outlets, 
control the proportion of gas flow through 
this bank to give constant superheat under 
varying load conditions. Note that the 
dampers are placed in a relatively cool tem- 


perature zone. 














ae kickhkhkbkikaiivicktegesn AN Foster Wheeler is a 
TIT Four-Star winner un- 


Hy der the U. S. Navy 
ALLILI LLL : ‘ Board of Awards for 


Production. 


FOSTER WHEELER CORPORATION @ 165 BROADWAY, NEW YORK 6, NEW YORK 


W FOSTER WHEELER 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 


Rack Rakes 
Trash Racks 


Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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Climatic conditions, under which various communi- 
cations equipments are operated, vary from the 
sub-zero temperatures of the northernmost climates 
to the tropical temperatures encountered at the 


equator. Conditions of humidity cover the extreme 
range; from the dry arid regions of the many 


deserts, to the almost 100% humidity in tropical 
and sub-tropical atolls. 


It has been the problem of Sangamo engineers to 
design and produce capacitors that perform faith- 
fully under these varying conditions, and so assure 
vitally! needed communications at all times, 


The wide variety of capacitors illustrated insures. 
the availability of the proper unit for almost any 
mica capacitor requirement. 


SANGAMO ELECTRIC 


COMPANY 
SPRINGFIELD, ILLINOIS 
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RUGGED AND DEPENDABLE FOR LONGER LIFE 


Davey Compressors are built to serve and endure, to perform faith- 
fully for many years with a minimum of attention. The performance 
records of Davey on the battle fronts and on huge war projects are 
proof that they are tough and dependable. 

DAVEY ENGINEERED—Air-cooled design, electrically-welded frames, 
aluminum-alloy heads, individual cylinders and conservative speeds 
eee Give you... 

LOWER MAINTENANCE—No water-jacket trouble, rapid -heat dis- 
sipation, greater cooling and lower operating costs. 


ONLY DAVEY OFFERS GUARANTEED LIFETIME VALVES 


Davey Compressors available in 60, 105, 160, 210 and 315 cim 
capacities at 100 lbs. pressure. Direct or V-belt driven, gasoline or 
Diesel powered. Two or four steel wheels, or pneumatic tired. Davey 
also manufactures a full line of Industrial Compressors, Heavy Duty 
Truck Power Take-Offs and Pneumatic Saws. 


DAVEY ©7"".2 


DEALERS IN PRINCIPAL CITIES 
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EMCO-NORDSTROM 
all the way! 


EMCO No. 5 Pressed Steel 
Meter with Emcorector; EMCO 
Wide Range Orifice Meter; 
EMCO Pilot Loading Regula- 
tor; EMCO Lever and Weight 
Safety Valve; and Nordstrom 
Valves in Meter House at Doug- 
las Aircraft oo in Oklahoma 
ity. 


Gm domanredl?’ 


AT DOUGLAS AIRCRAFT PLANT, 


At the Douglas Aircraft Plant, U. S. 
Modification Center, Oklahoma City, 
Oklahoma, large volumes of natural 
gas are utilized for many purposes. 
Douglas—like hundreds of other war 
industries—has found gas—the clean, 
convenient, economical fuel — best 
suited to the urgencies of present day 
needs. 


The illustration pictures the in- 
terior of the meter and regulator sta- 
tion that controls measurement and 
pressure for the entire distribution 
system at the Modification Center. 


Douglas Aircraft has accepted this 


OKLAHOMA CITY 


meter and regulator setting from the 
U. S. Engineers. Its design is a com- 
pliment to their enviable record in 
producing and adapting planes to the 
many services that are required by our 
Armed Forces. We are proud of this 
selection of EMCO Meters and Regu- 
lators and Nordstrom Valves for such 
an important assignment. The com- 
pact, yet fully accessible installation 
permits accurate gas metering and 
regulation from practically zero up to 
full pipe line flow. EMCO and Nord- 
strom here stand guard over all the 
gas consumed by this important in- 
dustry. 


PITTSBURGH EQUITABLE METER COMPANY 
MERCO NORDSTROM VALVE CO. 


Main Offices, PITTSBURGH, PA. 
Houston 


San Francisco 
Kansas City 
Seattle 


Atlanta 
Brooklyn 
Chicago 
Pittsburgh 
New York 


Boston 
Buffale 
Los Angeles 
NATIONAL METER DIVISION, BROOKLYN, N. Y. Tulsa 


EMCO Meters ana Regulators 
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Keg Goue Pada Cte UT FRONT!” 


Victory depends upon materials-as well 
as men! To keep our American forces 
“closing in,” every manufacturer here at 
home must keep on making “Out Front” 
Bond Quotas! 
This calls for action now on every point 
in the 8-Point Plan to step up Payroll 
Deductions. For instance, have you a 6th 
War Loan Bond Committee? Selected 
Team Captains yet? If so, have you in- 
structed them in 
sales procedure— 
and given each the 
Treasury Booklet, 
“Getting the Or- 
der?" 


The Treasury Department acknowledges with app 
publication of this message by 


How about Bond quotas for departments 
—and individuals? Assigning responsibil- 
ities is vital, too! Have you appointed 
“self-starters” to arrange rallies, compet- 
itive progress boards and meeting sched- 
ules? Are personal pledge cards printed 
and made out in the name of each 
worker? How about resolicitation near 
the end of the drive? Your State Payroll 
Chairman is ready with a detailed Reso- 
licitation Plan. And, have you contracted 
for space in all your advertising media 
to tell the War Bond story? 

Your positive Yes to all points in this 
forward-to-victory 8-Point Plan assures 
your plant meeting an “Out Front” Quota. 


tion the 
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This is an official U. S. Treasury advertisement prepared under 
the auspices of Treasury Department and War Advertising Council. 
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The Egry SPEED-FEED, illustrated above, 
is one of the greatest business aids ever 
developed for stepping up the writing of 
typewritten records. It takes only one minute 
to attach the SPEED-FEED to any standard 
make typewriter and instantly converts it 
into a practical billing machine. The Egry 
SPEED-FEED doubles operator output. 

Then there’s the Egry TRU-PAK Register for 
all handwritten records. On the TRU-PAK 
you will write records speedily, accurately 
and economically, Further, it assures com- 
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BUSINESS SYSTEMS 


plete control over all business transactions. 


Egry ALLSET Forms for speed writing hand- 
written or typed records. Interleaved with 
one-time carbons, ALLSETS save many time- 
consuming manual operations. 


Egry Forms Engineers are experts at devising 
new forms or rearranging and simplifying 
existing forms to speed all record writing. 


Further information will be sent on request. 
Free demonstrations arranged at your con- 
venience. Write today! Address Dept.F.119, 
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How a Dane Saved 
4 Million Americans! 


NE of the world’s greatest bene- 
factors was Einar Holboell, 
Danish postal clerk. 


Asheworked long hourssorting Christ- 
mas mail, he thought of a way to put 
it to work for humanity ...and in 1904 
started the sale of Christmas Seals 
to combat tuberculosis. Introduced 
in America in 1907, the Seals have 
helped cut the T.B. death rate 75%, 
have helped save 4,000,000 lives! 


ButT.B. still kills more people between 
15and 45than any other disease. Your 
dollarsare urgently needed now. Send 
in your contribution today — please. 


The National, State and Local 
Tuberculosis Associations in i 
the United States @ 
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DO YOU LET YOUR 
WATER METERS 


ESTIMATES indicate that a large 
percentage of meters in service are 
never. removed for test and repair 
until they “die.” Those departments 
which have revised their methods 
find that they had been losing as 
much as 30 to 40% in revenue that 
could have been collected. 


An example from the experience 
of. one such department makes this 
readily understandable. Out of a lot 
of 40 meters brought in from a typi- 
cal residential street for testing and 
repair, 36 would not even move on 
4 gallon per minute. 


Plan now.on a modern meter test- 
ing program for your community. 
You will be surprised at how quickly 
you will be repaid by the results ob- 
tained. Your Trident representative 
has had considerable experience 
along these lines and will be glad to 
cooperate with you. 











fed here. 
blerance 00025/ 


The fitting of turbine buckets is an exacting op 

ation. Anything other than a permanent tight 

in the disc slot would result in vibration a 
eventual bucket failure. So Elliott engineers dj 
tate a very close tolerance and special gaug 
for this detail. Pretty close work, and requiri 
real skill, but essential to the kind of performang 
expected of an Elliott turbine. This is the opinic 
of Elliott engineers, based on their many yea 
of turbine-building experience. 





The entire Elliott turbine is built with the sa 
seasoned engineering judgment applied 
dimensions, tolerances, materials, productic 
methods, and other engineering features whit 

Brivlag ‘terktne affect ultimate performance. Certain design fe: 


buckets ime ce ~~ tures are perhaps better than they need to | 


preci jee for small turbines, but many users want a turbi 
that needs no pampering, that will give uninte 
rupted service under any reasonable conditic 
(and some pretty unreasonable). They get sud 


service from Elliott turbines. 





The booklet about these turbines will give you v 
interesting factual evidence and data. It is valuable 
have on file, even though you may not immedic 
need turbines. Write for a copy. 


Wy 


ELLIOTT COMPAN 


STEAM TURBINE DEPARTMENT 


JEANNETTE, PA. 
DISTRICT OFFICES IN PRINCIPAL CITIES 


H-676-B 


STEAM TURBINES. ¢ GENERATORS « MOTORS » CONDENSERS « FEEDWATER HEATER 
j @) T T AND DEAERATORS © STEAM JET EJECTORS « CENTRIFUGAL BLOWERS ¢ TURBOCHARGER) 
FOR DIESEL ENGINES « TUBE CLEANERS © STRAINERS © DESUPERHEATERS « FILTER 


ngineering 
nsures fine 


ELLIOTT TURBINES 


fesy | Y V-Vel sYalaltedal. Driwa 
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Due to wartime travel restriction, conventions listed are subject to cancellation. 


7 NovEMBER "7 





I Pacific Coast Electrical Asso., Northern Sec., starts meeting, San Francisco, Cal., 1944. 
{ Southeastern Electric Exchange starts conference, Atlanta, Ga., 1944. 








{ International Business Conference opens session, Rye, N. Y., 1944. 





{ Oklahoma Telephone Association will hold session, Oklahoma City, Nov. 27, 28, 1944. 





14 4 TIO 1040. Society of Mechanical Engineers will hold meeting, New York, N. Y., Nov. 





9 Alabama Independent Telephone Association convenes, Montgomery, Ala., 1944. 
{ North Carolina Independent Telephone Asso, starts meeting, Southern Pines, ai C., 1944. 





bf Loews 4 Association of Railroad and Utilities Commissioners opens meeting, Omaha, 
eb 





{ National Exposition of Power and Mechanical Engineering will be held, Nov. it 
27—Dec. 2, 1944. 








bt Pia tau. Water Works Association, Florida Section, opens meeting, St. Petersburg, 
a. 








{ Great Lakes Power Club starts fall meeting, Chicago, Iil., 1944. 





9 American Standards Association will hold meeting, New York, N. Y., Dec. 8, 1944. 





{ American Water Works Association, New York Section, will hold meeting, New York, 
» Jan, 17, 1945. 





Y American Institute of Electrical Engineers will hold meeting, New York, N. Y., Jan. 
22-26, 1945. 





{ Missouri Telephone Association convenes for session, Kansas City, Mo., 1944. 











b | peareene Economics Society of America will hold annual meeting, Chicago, Il., Feb, 














Fortress of Public Service 


“‘California’s greatest hydroelectric plant”—Pit 5, 
of the Pacific Gas and Electric Company 
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The Four Freedoms for the 
Public Utility Enterprise 


They should be, in the opinion of the author, (1) 

freedom from tax discrimination, (2) freedom from 

regulatory discrimination, (3) freedom from unfair 

competition, and (4) freedom from unfair labor 
practices. 


By FRANCIS X. WELCH 


HE Atlantic Charter was an in- 
T ectices and sincere effort to 

reduce to a simple form the war 
aims of the United Nations. It was 
to assure the fighting men and their 
families that they were fighting for 
something that meant more to them 
personally than any other thing that 
any power on earth could bestow. It 
was to hold up a priceless heritage of 
hope and security which the humblest 
citizen could see and instantly recog- 
nize as being something worth fight- 
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ing for—and dying for, if necessary. 
In simple terms, it was spelt out as the 
Four Freedoms—freedom of speech, 
freedom of worship, freedom from 
want, freedom from fear. 

The individual soldier, sailor, or 
marine naturally interprets these four 
freedoms in terms of his own personal 
aspirations. To one it may be the de- 
sire to get back to his old job, or find 
a new and better one. To another it 
may be to get back to his old home and 
loved ones, just as he left them. To an- 
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other, it might be the desire to get back 
and see that considerable change is 
made for the better. But however in- 
terpreted, the Four Freedoms are es- 
sentially a symbol of a reward which 
a democratic civilization holds up to 
those—whatever their stations at the 
front, in the factory, or at home—who 
have fought the good fight and are 
therefore entitled to such fruits of 
victory. 

The public utility industries of the 
United States have also fought the 
good fight. Everybody of consequence 
says so. High-ranking Army and 
Navy officers, J. A. Krug, head of the 
War Production Board, and formerly 
charged with mobilizing the power and 
light of the public utilities for the war 
effort, and various other authorities 
in and out of government have paid 
high compliments to the work of our 
gas, electric, telephone, and transit 
companies. 

Individual companies have been 
awarded citations of merit for serv- 
ices performed above and beyond the 
call of duty. They have been congrat- 
ulated for carrying the double burden 
of war, superimposed on civilian traf- 
fic, with reduced man power and ma- 
terials and no increases in price or 
rates for service. 


AX of this is well known, and the 
only point in bringing up such 
old stuff is to raise the fair question 
whether public utilities are going to get 
anything in the way of a reward for 
fighting the good fight. In other 
words, what can we say that the Amer- 
ican public utilities have been fighting 
for? What can we say the future holds 
in store for them? What has made it 
worth their while to put forth such 
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prodigious efforts in the war effort? 

If we face the present situation 
squarely, we must admit that as far as 
the American government is concerned 
the outlook for public utilities is far 
different from that of other veterans 
on the home front who have fought 
the good fight, along with those who 
will return from the combat areas. 

Congress has labored mightily and 
rightly so to give some comfort to the 
returning men of the armed forces with 
the GI Bill of Rights. It has sought 
and is still seeking to aid and encour- 
age our great industries generally to 
return to a peace economy without un- 
necessary dislocation, through the en- 
actment of the Reconversion Bill, Sur- 
plus War Property Act, and the forth- 
coming, promised relief from the sky- 
scraping burden of war taxes on cor- 
porations. It has sought to aid and en- 
courage small business, organized 
labor, the farmers, and other groups 
who have contributed nobly in the na- 
tion’s drive for victory. 

But the reward facing the utilities, 
as present laws and practices stand, is 
likely to be the bitter tea of discrimina- 
tion, discouragement, and in some in- 
stances outright dissolution. Probably 
the quickest way to bring a frown to a 
Congressman’s face or a smile to a 
Federal bureaucrat’s face is to mention 
relief for public utilities. It would 
seem that they are not only supposed 
to march at the tail end of the victory 
parade, but even raise their hands as 
they pass the reviewing stand and re- 
peat the classic greeting of the ancient 
Roman gladiators : “We who are about 
to die salute you!” 


 rhmadenmca American public utili- 
ties face, as they have faced in the 
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past, four classes of grossly unfair and 
burdensome discrimination from the 
hands of their government. If anyone 
were interested in writing a utilities’ 
Bill of Rights, or a “Four Freedoms 
for the Utilities’ — and this writer 
must hasten to add that nobody at all 
has as yet shown the slightest interest 
in that respect—just for the record, it 
could be stated as follows: 

_1. Freedom from tax discrimina- 

tion 

2. Freedom from regulatory dis- 

crimination 

_ 3. Freedom from unfair competi- 

tion 

_ 4. Freedom from unfair labor prac- 

tices 


Note that all of these suggested 
“freedoms” involve protection from 
unfair or preferential treatment, which 
might be summed up in a single phrase, 
chiseled in the marble apse of the U. S. 
Supreme Court building in Washing- 
ton, D. C., “Equal justice under the 
law.” 

In other words, utilities, generally 
speaking, seek no special relief, as 
such, in the form of favors, additional 
profits, or other positive rewards and 
premiums which the government may 
rightly see fit to bestow on other classes 
and interests who did their duty when 
the going was tough. No, the utilities, 


generally speaking, would be perfect- 
ly willing to settle for equal treatment, 
a square deal, an opportunity to be 
treated on the same level with other 
comparable interests. They seek not 
medals nor bonuses nor banquets — 
merely to be let out of the doghouse. 

This is general language, of course. 
So let’s get down to cases and see 
wherein the utilities are systematically 
and unjustifiably being subjected to 
discrimination at the hands of their 
government. 


I. Freedom from Tax Discrimination 


ha you picked up your morn- 
ing newspaper and read that the 
Federal government, by authority of 
act of Congress, was going to exempt 
from payment of taxes on cigarettes 
the residents of the following towns: 
Los Angeles, Cleveland, Seattle, all 
cities in Tennessee, Jacksonville, and 
dozens of other hand-picked communi- 
ties, while the cities of New York, Chi- 
cago, Philadelphia, Detroit, Pittsburgh, 
Boston, Baltimore, Washington, and 
approximately nine out of every other 
ten cities in the United States would 
have to go on paying the Federal tax 
on their smokes. 

We can readily imagine what a 
storm of protest would go up from the 


e 


merit for services performed above and beyond the call of 


rior companies have been awarded citations of 


duty. They have been congratulated for carrying the double 
burden of war, superimposed on civilian traffic, with reduced 
man power and materials and no increases in price or rates 
for service. All of this is well known, and the only point in 
bringing up such old stuff ts to raise the fair question whether 
public utilities are going to get anything in the way of a re- 
ward for fighting the good fight.” 
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smokers. Indignant editorials would 
snap and crackle. Radio commentators 
would volley and thunder. Congress- 
men, representing the nontax-exempt 
communities would hide in the bushes 
for their stupidity in ever letting the 
tax-exempt bloc put such an obvious 
trick over on them. 

That is exactly what is happening 
today with respect to the Federal tax 
on the sale of electricity for residential 
use. Publicly owned plants serving 
such communities as Los Angeles, 
Cleveland, Seattle, etc., are specifically 
exempt from the payment of the 3 per 
cent Federal tax, while customers of 
privately owned electric utilities, serv- 
ing most of our American cities and 
nearly all of the larger ones, have to 
pay this tax. 

There has never been a sensible or 
defensible argument advanced to 
justify this shameful inequity. There 
has been a good deal of quibbling. It 
is pointed out, for example, that the 
terms of the revenue law make this tax 
payable by the utility rather than its 
customers, which—even if it were true 
in final effect as well as in form (which 
it is not)—would be just as indefensi- 
ble. What moral right has the Federal 
government to distinguish between 
corporations engaged in public utility 
enterprise and municipalities engaged 
in the same type of enterprise, where 
such a distinction results in local bene- 
fit for the latter at the expense of the 
general tax burden of the entire na- 
tion? 


B™ the irony of this discriminatory 
tax policy is that, in effect, the 
private utilities do not pay this tax 
themselves, no matter what the statute 
says to the contrary. Anybody famil- 
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iar with tax legislation recognizes that 
when Congress said the 3 per cent tax 
should be paid by the electric utilities 
rather than directly by the customer 
(as in the case of the 10 per cent excise 
tax charged against monthly telephone 
bills), it was simply resorting to the 
old politically convenient game of in- 
direct taxation—covering up a tax so 
as to make its extraction less painful 
because the citizens forget they are 
paying it, if they ever knew. 

Actually, no one will deny that the 
citizens of New York, Chicago, Phila- 
delphia, etc., do pay this tax on their 
electricity, for the simple reason that 
the electric utilities are not in business 
for the fun of it. They merely charge 
the tax against operating expense and 
become a tax collector. Net result is 
that the New Yorker pays the tax; the 
Los Angeles citizen gets out of it. 
Why? 

Legalistic apologists trot out the old 
constitutional argument that the Fed- 
eral government may not validly tax a 
political subdivision of a state, such 
as the city of Los Angeles. The answer 
to that is that the Federal government 
does not have to tax such public 
agencies. It would be still collecting 
the same tax from all electric users if 
Congress, a decade ago, had left the 
original 3 per cent electric tax on the 
statute books the way it was put there. 
It was put there in the same form as 
the telephone bill tax and the railroad 
fare tax and the telegraph tax and 
dozens of other excise taxes are now 
collected. 


nN a separate excise tax payable by 
the electric consumer, the Los 
Angeles citizen would have to pay the 
same as the citizen of New York, 
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Four Freedoms for Utilities 


1. Freedom from tax discrimination 

2. Freedom from regulatory discrimination 
3. Freedom from unfair competition 

4. Freedom from unfair labor practices 





which is the way it ought to be, but 
isn’t. And there would have been no 
constitutional argument about it. But 
in its effort to conceal the tax, Con- 
gress of a decade ago opened wide the 
doors of exemption for public owner- 
ship—which were already pretty wide 
open. 

That leads us to other forms of tax 
exemption which Federal, state, and 
municipal agencies, as well as rural 
electric codperatives, enjoy, while en- 
gaged in utility or quasi utility activi- 
ties from which unfair economic com- 
parisons are drawn at the expense of 
private tax-paying enterprise. 

Summarizing, these taxes fall into 
three general categories: 

1. Real estate, franchise, all oc- 
cupational taxes ; 

2. personal, property, and income 
taxes, including excess profits taxes; 

3. taxes on income from securities 
issued by or in support of the operat- 
ing agencies. 


In the postwar period ahead the 
third class of tax discrimination is 
probably the most unfair of all for pri- 
vate enterprise in the public utility 
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business. With taxes assuming a more 
and more important place in our over- 
all economic pattern, the tax-exempt 
feature of securities issued in support 
of public agencies operating their own 
utility service makes them such an out- 
standing attraction for the investor 
that private enterprise cannot hope to 
sell its securities on anything like even 
terms. 


i tv comes at the very time when 
large public utility holding com- 
pany systems are being broken up by 
orders of the Securities and Exchange 
Commission and numerous properties, 
heretofore private, are being placed on 
the block for sale. The situation is al- 
most made to order for cities and other 
public agencies to swing tax-exempt 
deals for the acquisition of these prop- 
erties, because they have access to “tax 
savings” in the form of hundreds of 
thousands of dollars which investors 
in private enterprise would have to pay 
if they attempted to acquire these same 
properties. 

To date, this hasn’t made much of 
an impression in the over-all picture of 
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public versus private ownership in the 
electric power industry. But in the 
years ahead it might prove a very 
decisive factor in liquidating a large 
margin of private enterprise from the 
public utility field. 

Granted, this problem is incidental 
to an issue of constitutional law— 
namely, the exemption of government 
agencies from taxation, which has 
drawn increasing criticism from states- 
men and economists, including Presi- 
dent Franklin Roosevelt, who has con- 
demned the tax-exempt feature of local 
government securities as unsound. In 
fact, as far as the use of these securi- 
ties to support public agencies engaged 
in “proprietary” functions — such as 
the public utility business — is con- 
cerned, the justification has been pretty 
well discredited. Trouble is, we don’t 
do anything about it and are not likely 
to do anything about it until Congress 
gambles on another constitutional chal- 
lenge in the hope that the Supreme 
Court may reverse a decision of many 
years’ standing on this subject. 


HERE is nothing, however, to pre- 

vent Congress and the state 
legislatures, each acting within its 
legislative sphere, from requiring pub- 
lic agencies in the public utility busi- 
ness to pay the same kind and amount 
of taxes as taxes which private com- 
panies would be obliged to pay under 
the same circumstances. : 

In 1943, according- to the Federal 
Power Commission figures, class A 
and class B electric utilities in the 
United States paid $665,132,000 in 
taxes, representing 24 per cent of 
revenues. In the same period, the Bell 
Telephone system paid $449,000,000, 
or 27 per cent of gross revenue. How 
NOV. 9, 1944 


much taxes would the various public 
agencies engaged in similar enterprise 
have paid? No answer to such a ques- 
tion could be anything more than a 
guess, for the simple reason that utility 
operations of public agencies for the 


‘most part have not been assessed on a 


basis comparable to tax assessment of 
private utilities. 

Some rough idea of the amount, 
however, might be gained from the 
fact that the Bonneville Administra- 
tor alone recently announced that sales 
from Bonneville-Grand Coulee power 
during the fiscal year of 1944 amounted 
to more than $20,000,000. Using the 
24-per-cent-of-gross-revenue paid by 
the private electric industry as a gauge, 
the Bonneville Administration would 
have had to charge—if its operations 
were assessed for comparable taxes— 
about $26,000,000 for the same 
amount of current, so as to turn over 
about $6,000,000 in taxes. 


i as is variously claimed, public 
agencies of different kinds are now 
doing 15 per cent of the electric power 
business in the United States, they 
ought to be turning over in the form of 
various payments for taxes — accord- 
ing to our 24-per-cent-of-gross-rev- 
enue formula—over $100,000,000 a 
year. 

Of course, some attention must be 
given to the vague claims that such 
public agencies do turn over consider- 
able sums, not so much in the form of 
taxes, but as contributions in lieu of 
taxes. The Tennessee Valley Author- 
ity, for example, turns over a certain 
percentage of gross receipts for busi- 
ness done in different states. During 
1944, this amounts to 7 per cent. Even- 
tually it will drop to 5 per cent and 
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stay there. Compare this with the 24 
per cent paid by private industry and 
smile at any claim of “tax equality.” 
This gross receipts percentage is not a 
tax—not only because its payment is 
voluntary, but also because it depends 
on the volume of business done, which 
has a tendency to fall off in hard times 
when it is needed the most by the local 
governments. 

Few would contend that these pay- 
ments, “in lieu of taxes,” come any- 
where near equaling the amount of 
taxes private utilities would have to 
pay if they were conducting the same 
volume of operations with properties 
of similar value today. 

There has been a good deal of 
hypocrisy about so-called contributions 
which various public agencies make “in 
lieu of taxes,” and it is a hypocrisy 
which is very quickly exposed when- 
ever a serious effort is made to put 
these public agencies on exactly the 
same tax-paying basis as private enter- 
prise. 


y one will look in the very interest- 
ing and painstaking annual direc- 
tory of municipal plant operations pub- 
lished by Burns & McDonnell En- 
gineering Company—entitled “Results 
of Publicly Owned Electric Systems” 
(eighth edition, 1944)—one will find 
under the heading, “Taxes Paid to 
General Fund in Cash Donations,” 
astonishing amounts which various 


municipal plants claim to have turned 
over, in cash or services, for the bene- 
fit of their local governments. 

The Federal Power Commission, in 
a survey taken in 1936 (which for 
undisclosed reasons has never been 
repeated), reported that during that 
year privately owned utilities paid 13.2 
per cent of the gross income in the 
form of taxes and cash contributions, 
while publicly owned utilities paid 17.3 
per cent in the form of taxes and cash 
contributions—and, in addition, sup- 
plied free services amounting to 8.5 
per cent—the total contribution of 
government units adding up to 25.8 per 
cent, or almost double the amount of 
taxes paid by private utilities. These 
remarkable figures were obtained by 
questionnaire methods, which the FPC 
no doubt compiled and supervised as 
carefully as it could. 

Obviously the FPC was not and is 
not in a position to verify these claims 
because it has no jurisdiction over pub- 
lic agencies. The same might be said 
of the admittedly excellent annual 
studies and statistics assembled by 
Burns & McDonnell. No doubt con- 
tributions are made by municipal 
plants to general funds. In some cases, 
perhaps, these contributions exceed 
tax payments which would be imposed 
upon a private plant operating in that 
community. No doubt contributions 
are made in the other direction also, 
where municipal plants get the advan- 


z 


Angeles, Cleveland, Seattle, etc., are specifically exempt from 


Cars owned plants serving such communities as Los 


the payment of the 3 per cent Federal tax, while customers 
of privately owned electric utilities, serving most of our 
American cities and nearly all of the larger ones, have to 


pay this tax.” 
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tage of city facilities and city services, 
such as free legal and engineering ad- 
vice, the use of city hall and other prop- 
erties for office and shop space, motor 
vehicles, etc, 


HE acid test is a proposal to give 

all these public agencies absolute 
credit for every nickel they contribute, 
through the simple expedient of plac- 
ing their operations on a tax status 
comparable with private utilities. One 
would think that these agencies would 
welcome the chance of improving their 
record and taking credit openly for 
what is presently concealed in the 
vagueness of operations under tax ex- 
emptions. But always the answer is 
“no.” Repeated attempts to make the 
public agencies pay even a portion of 
comparable taxes are defended in state 
legislatures by hard-working public 
ownership lobbies. 

Sometime ago, when a Nebraska 
state court ruled that a public power 
district in that state was subject to 
county taxes, the late Senator Norris 
indignantly declared that such a tax 
policy would put the public power 
agencies out of business. This writer 
believes that Senator Norris was 
absolutely right and justified in his 
fears. But if these agencies were actual- 
ly contributing as much money, and 
more, than the threatened tax liability, 
the Senator would have been wrong. 

The realities of this situation were 
further disclosed when the Federal 
Works Agency, successor to the Pub- 
lic Works Administration, appeared in 
court in defense of the tax-exempt 
status of the Nebraska public district. 
FWA appeared in the role of bond- 
holder on the old PWA loans. The 
Federal attorneys argued that the im- 
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position of even the single county tax 
at issue in that case would have threat- 
ened default of the Nebraska public 
districts as profitable operations and 
that the Federal government might,’ 
under such circumstances, have to fore- 
close on its securities to protect the 
Federal Treasury’s investment. This 
doesn’t sound very much as if these 
public agencies were paying over twice 
as much money voluntarily as they 
would have to pay if they were as- 
sessed taxes. 

The privately owned and operated 
public utilities of the United States are 
doubtless willing to stand by any un- 
fair comparison that would be made as 
a result of equal taxation. As stated 
before, they seek no special advantage 
and, in all probability, would gladly 
settle for comparable treatment, dollar 
for dollar, let the advantage fall where 
it may. As long as public agencies 
resist and refuse to accept this simple 
challenge of equal taxation, they cannot 
be too surprised if generous claims 
about voluntary contributions in ex- 
cess of comparable tax liability are 
taken by the skeptical observer with a 
grain of salt. 


II. Freedom from Regulatory 
Discrimination 

O NLY ten states even bother to place 
municipally owned and operated 
public utility companies under the 
regulatory supervision of their respec- 
tive public utility commissions. As 
to rates, the following state commis- 
sions have such jurisdiction: Indiana, 
Maine, Maryland, Montana, Nevada, 
New York, Rhode Island, Vermont, 
West Virginia, Wisconsin, Wyoming. 
About one-half dozen more have as- 
sumed rate jurisdiction over munic- 
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Tax Assessments 


4 wy 943, according to the Federal Power Commission figures, class 

A and class B electric utilities in the United States paid $665,- 
132,000 in taxes, representing 24 per cent of revenues. In the same 
period, the Bell Telephone system paid $449,000,000, or 27 per cent of 
gross revenue. How much taxes would the various public agencies en- 
gaged in similar enterprise have paid? No answer to such a question 
could be anything more than a guess, for the simple reason that utility 
operations of public agencies for the most part have not been assessed 

on a basis comparable to tax assessment of private utilities.” 





ipal plant operations, outside of their 


corporate limits. Jurisdiction over 
municipal plant accounting practices is 
only slightly more widespread. This 
does not include jurisdiction over REA 
co-ops, which is legally debatable under 
the various statutes in almost every 
state—an important test on the subject 
is pending at this writing in Colorado. 
For obvious reasons, of course, the 
various state commissions have no 
jurisdiction whatever over agencies of 
the Federal government, such as the 
TVA, Bonneville Administration, Rec- 
lamation Bureau, Southwest Power 
Administration. 

In a practical sense (considering the 
actual location of the more important 
municipal plants), publicly owned and 
operated utilities are generally without 
regulation and virtually free to do as 
they please throughout the United 
States, with the exception of the two 


important states of Wisconsin and 
New York. Even in those two states, 
the municipals have not taken to 
regulatory discipline very readily. 


HIS was seen in various decisions 

of the New York and Wisconsin 
commissions attempting to straighten 
out certain financial practices of the 
municipal plants along lines compa- 
rable with private utility operations. It 
was pointed up more emphatically in 
the third “war conference” of the 
Municipal Electric Association of New 
York State, held September 26 and 27, 
1944, where the demand was made for 
“more autonomy” in the administra- 
tion and management of the munici- 
pally owned utilities. This association 
believes that local plant officials should 
be free to manage their own account- 
ing, depreciation, and other problems, 
without “the interference of bureau- 
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cratic state agencies.” The association’s 
secretary, T. J. McKee, singled out the 
New York Public Service Commission 
for criticism in this respect. 

Again we come to the question of 
discrimination: Why should the pub- 
licly owned and operated competitors 
or rivals of the private utility industry 
be let off scot free from rules, regula- 
tions, and supervision — admittedly 
burdensome at times—which private 
enterprise has accepted generally with- 
out question for many years? This 
disparity of treatment in some cases 
has even resulted in absurd situations, 
which ought to shock anyone’s sense of 
justice. 

There have been cases in which 
regulatory commissions have found 
themselves unable to protect private 
utilities from competitive rate cuts by 
municipal plants because they lack 
jurisdiction over the latter. If the 
situation were reversed, private utili- 
ties would be prevented from cutting 
rates below a noncompensatory level 
simply in order to obtain a temporary 
business advantage. One-sided regula- 
tion of this sort is something like hand- 
cuffing one party to a fist fight and let- 
ting the other party pour it on. 


oe of years ago, for example, 
a Tennessee city decided to install 
a municipal plant in competition with 
an electric company and thereafter cut 
rates to such an extent that the private 
company was in danger of losing all 
of its customers. But when the private 
company, in self-defense, sought au- 
thority from the Tennessee commis- 
sion to make a corresponding rate 
reduction, that same commission, 
which had no jurisdiction over the 
activities of the municipal plant, re- 


fused to permit the private company 
to cut its rates. The private company 
was obliged to stay there and take its 
punishment until the inevitable col- 
lapse—and sale to the municipality. 
The Tennessee commission presided 


-over this liquidation in a subsequent de- 


cision approving the sale, in which it 
uttered some pious words of extreme 
unction, calling attention to the fact 
that as part of the deal it was with- 
drawing its certification of information 
which had been made the basis of 
criminal proceedings charging the com- 
pany with “discriminatory practices.” 
The “discriminatory practices” ap- 
parently grew out of its attempt to cut 
rates to its local customers as a matter 
of self-preservation. It is small wonder 
that private enterprise in the electric 
industry in such an atmosphere has 
virtually disappeared from the state. 


HE commission now has chiefly 

to concern itself about the tele- 
phone and gas industries which sur- 
vive, for the present, in the form of 
private enterprise. 

Equality of utility regulations is 
necessary for the very reason that the 
Federal government, through the Fed- 
eral Power Commission, has under- 
taken to compare the relative perform- 
ance of both types of management. 
Comparative rate statistics published 
by the FPC have had the effect of em- 
phasizing cheap rates furnished by 
municipal power plants, which may or 
may not be based on freedom from reg- 
ulatory restriction. But as long as the 
comparison is made, and indeed as 
long as the competition exists, fairness 
of public policy ought to insist that 
both performers abide by the same 
rules of the game. 
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— submission to regula- 
tions, similar to those imposed on 
private utilities, would not necessarily 
increase such municipal plant rates. It 
might even reduce them. It would have 
the effect of X-raying and spotlighting 
the reasons for municipal rate struc- 
tures and the soundness of the 
economic foundations supporting them. 
Where such foundations rest upon tax 
subsidy it would be disclosed. Any 
resulting rate differential with private 
managements of similar size operations 
could be discounted. 

Public ownership, including not only 
municipal plants but other public 
power agencies and quasi public power 
agencies such as REA co-ops, should 
welcome this opportunity to demon- 
strate the fairness and soundness of 
its operations and even its superior- 
ity where such is claimed, as gauged 
by the same regulatory standards.. 
Refusal or resistance to such equal 
regulation, on the other hand, im- 
plies that there is something that the 
public ownership advocates want to 
keep hidden. Even if it isn’t true, the 
implication is still there. 

How should the equality of regula- 
tion be applied? First of all these pub- 
lic agencies, municipals, public dis- 
tricts, co-ops, and even state agencies 
should be subjected to exactly the same 
form and extent of public service com- 
mission regulation in the various states 


e 


as the privately owned and operated 
utilities. This goes to accounting reg- 
ulation, rate regulation, and even 
security regulation. Certificates of con- 
venience to begin service and petitions 
to alter, change, or abandon service 
should be subject to the approval of 
the regulatory tribunal. 


K fy reform seems simple enough 
when stated briefly. But the 
changes that would result might be 
regarded in some quarters as quite 
revolutionary. For example, municipal 
plants buying power from TVA now 
have their rates fixed by TVA through 
the instrumentality of the contract 
governing purchase and supply. This 
is an indirect usurpation of a state 
regulation, which has, it is true, been 
largely abdicated by state legislatures 
under the lure of Federal largess. 
These rates should be fixed by the state 
commissions and the state commissions 
only. TVA might appear and give ex- 
pert advice on what the retail rates 
should be, and the state commissions 
might well follow that advice, but the 
TVA as an arm of the Federal gov- 
ernment has no business telling a 
municipality of the state of Tennessee, 
for example, how much or how little it 
should charge customers of its own 
municipal plant. The money of the 
Federal taxpayers generally should not 
be used as bait to tempt individual 


and operated public utility companies under the regulatory 


q “ONLY ten states even bother to place municipally owned 


supervision of their respective public utility commissions. As 
to rates, the following state commissions have such jurisdic- 
tion: Indiana, Maine, Maryland, Montana, Nevada, New 
York, Rhode Island, Vermont, West Virginia, Wisconsin, 


Wyoming.” 
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states to barter away their sovereign 
rights. 

Again, such rate regulation of 
municipal agencies might result in the 
evolution of further regulatory prin- 
ciples designed to put municipal plants 
and private utilities on an equally fair 
footing. In New York state, for ex- 
ample, the public service commission 
did not think that municipal taxpayers, 
as the real investors in a municipal 
plant, are entitled to a profit, or return, 
on their money—just as the investors 
in a private utility are entitled to a re- 
turn. In a decision upheld by the court 
of appeals of the great Empire state, the 
commission was reversed. The munici- 
pal plant was not required to siphon off 
this rightful earning of the local tax- 
payers in the form of rate reductions 
benefiting rate-paying customers. 


| oes is an example of the necessity 


for such regulation. In the 
absence of such exercise of jurisdic- 
tion by a state commission, what au- 
thority is there to protect the taxpayers 
from systematic pilfering of their 
rightful earnings by ambitious plant 
management more anxious to make a 
more conspicuous operating record 
(in the form of rate reductions) than 
pay back to the municipal investors a 
return which is rightfully theirs? It 
is probably safe to say that in a major- 
ity of states (where control such as 
exercised by the New York Public 
Service Commission does not exist) 
there is no such protection and the 
municipal taxpayers, whether they 
know it or not, are being paid as Paul, 
the ratepayer, without realizing that 
they have been tapped as Peter, the tax- 
payer. 
Indeed, municipal taxpayers are en- 
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titled to all advantages which a munic- 
ipal plant obtains from the use of the 
municipal tax credit. After all, it is 
not the managers of a municipal plant 
who have a dollar invested. They are 
using other people’s money, and ought 
to pay a reasonable return on all the 
advantage taken of it. Thus, in the 
absence of the removal of the present 
unfair tax exemption of such publicly 
owned operations, it might be well 
argued that the plant ought to pay, 
over and above a reasonable return to 
the city treasury, amounts calculated to 
offset the taxes which the city would 
obtain if a privately owned utility were 
operating and paying such taxes. After 
all, it is only in this way that the city 
could be “made whole,” as the lawyers 
say, in undertaking to allow its own 
tax-exempt agency to substitute for a 
tax-paying privately owned and op- 
erated enterprise. 


aiesyeen than that, the taxpayers— 
and we can include here not only 
taxpayers of municipally operated and 
owned plants, as well as districts, 
states, and other public subdivisions, 
but also the Federal taxpayers with 
respect to the use made of Federal tax 
credit—should be entitled to an extra 
margin of return equal to the amount 
of financial advantage gained from the 
use of that credit. Let us say a public 
agency can raise money at 24 per cent 
for such public utility enterprises, 
whereas a private utility under the 
most solvent circumstances might have 
to pay 4 per cent. Some of the dif- 
ference is represented in the tax-ex- 
empt nature of the government 
security—an exemption which, as said 
before, it seems to be generally ad- 
mitted ought to be done away with. 
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Rules, Regulations, and Supervision 


4 “We should the publicly owned and operated competitors or rivals 
of the private utility industry be let off scot free from rules, 
regulations, and supervision—admittedly burdensome at times—which 
private enterprise has accepted generally without question for many 
years? This disparity of treatment in some cases has even resulted in 
absurd situations, which ought to shock anyone’s sense of justice.” 





But there is admittedly a further fi- 
nancial advantage in using government 
tax credit as a basis for raising money 
which private operations could not 
hope to match. 

Who provides that advantage? The 
taxpayers provide it. Therefore, the 
taxpayers ought to get the benefit. 
Such benefit ought to be in terms of 
the difference of 14 per cent or what- 
ever it may be. Nobody expects pub- 
licly owned enterprises to forego cer- 
tain advantages which are inherent in 
public enterprise, as such: cheaper 
money rates, economical coordination 
with other governmental services, free 
publicity, and prestige of public opera- 
tions. These are happy accidents which 
the taxpayers provide for public own- 
ership operations in the utility busi- 
ness, simply because they are a mar- 
ginal socialistic enterprise, functioning 
within the framework of a predomi- 
nantly capitalistic economy. 


Pose management would be fool- 
ish if it did not exploit these ad- 
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vantages to the limit. But consider 
this: If tax credit were extended to 
underwrite government operations in 
all forms of business, representing the 
100 per cent disappearance of private 
enterprise, these accidental advantages 
would vanish immediately. A govern- 
ment which assumes the risk of all busi- 
ness would simply succeed to the aver- 
age calculated risk of such individual 
business enterprises added together. 
That being the case, the municipal 
taxpayers in their sphere, and the Fed- 
eral taxpayers in their sphere, are en- 
titled to a return representing the cheap 
money rate differential derived from 
the use of public credit. In addition, 
incidental advantages of public opera- 
tion previously mentioned—such as the 
use of city hall or other governmental 
premises for the municipal utility, the 
use of city attorneys, engineers, auto- 
mobiles, or other equipment — might 
well be offset by a system of credits 
and charges under rules laid down by 
public service commissions primarily 
designed to see that a public plant pays 
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for what it gets and gets what it pays 
for. 

Perhaps after all these adjustments 
have been made, some of the outstand- 
ing differentials noted in the rates 
charged by public plants, as compared 
with privately owned utility plants, 
would prove to be not so remarkable. 


H™ as in the case of the argu- 
ment of exempting public owner- 
ship from taxation, the advocates of 
continuing the present unfair system of 
exempting public plants from regula- 
tion have never made a very convincing 
case. They have simply gotten their 
way by default and nobody has done 
anything about it. There have been 
loose suggestions that the taxpayers 
and ratepayers are, roughly, one and 
the same and that to superimpose 
regulation would be adding needless 
red tape. But this view is not only 
obviously unsound ; it smacks just a lit- 
tle of the futile argument which pri- 
vately owned utilities put up a couple 
of decades ago against installing pub- 
lic utility regulation generally. Critics 
. then said such arguments might well 
be covering up irregularities, and sub- 
sequent developments proved that 
such, indeed, was the case in some in- 
stances. Likewise, to continue with 
our present unfair system of letting 
public plants answer to no one but 
themselves is inviting an epidemic of 
municipal irregularity which might one 
day make the Boss Tweed operations 
look like Sunday school delinquencies 
in comparison. 

And while we are about it, we might 
look into the “double standard” of 
regulation whereby the Federal gov- 
ernment lays down one set of rules for 
private enterprise and another for pub- 


lic enterprise. If absentee manage- 
ment, through holding company con- 
trol, is so bad for private industry that 
the Securities and Exchange Commis- 
sion must break it up, what about “‘ab- 
sentee” management by the biggest 
power trust on earth today—the pub- 
lic power monopoly under Secretary of 
Interior Ickes? Does the Federal gov- 
ernment really want to break up the 
octopus or merely move its address 
from Wall Street to Pennsylvania 
avenue? What about acquisitions of 
utility property by public agencies at 
prices in excess of “original cost” when 
first devoted to public service? 


III. Freedom from Unfair 
Competition 

AN early as 1903, President Theo- 

dore Roosevelt vetoed a bill 
which would have permitted private 
corporations to develop hydroelectric 
power on the Tennessee river at 
Muscle Shoals. In doing so, he 
recognized the principle that some nat- 
ural resources are so stupendously im- 
portant and complicated they cannot be 
safely exploited by private enterprise. 
He recognized that a private company 
operating for profit cannot be trusted, 
nor reasonably be expected to develop 
the full potential of public interest 
lying dormant in these multifaceted 
public heritages, interwoven as they 
are with such strictly governmental 
functions as navigation improvement, 
flood control, reclamation of arid 
lands, and so forth. 

This farsighted policy, which co- 
alesced into the “conservation move- 
ment,” attracted a number of progres- 
sives, including Gifford Pinchot, the 
late Senators Norris, Walsh, and se- 
nior LaFollette, the present Secretary 
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of Interior Harold Ickes, and a host 
of others who rallied around the Bull 
Moose as the result of the Ballinger 
incident. It also attracted consider- 
able opposition, selfish and otherwise. 

Yet, with the exception of the mis- 
chievous Raker Act of 1913, which 
has hamstrung and badgered the city 
of San Francisco since its enactment, 
Federal legislation, generally, did not 
unfairly discriminate between private 
and public enterprise once the initial 
safeguard of public development of 
such natural resources was estab- 


lished. 


HE Reclamation Bureau of the 
Department of Interior, beginning 
in 1908 with the Strawberry valley 
project, developed and sold hydroelec- 
tric power strictly as a by-product, right 
down to and including the completion 
of the Boulder dam project which 
first generated power in September, 
1936. Under this setup, the Reclama- 
tion Bureau reserved a priority for its 
incidental power only for serving the 
purposes of the project developing the 
power, such as irrigation, drainage, 
pumping, and so forth. After that, 
surplus power was sold to public or pri- 
vate agencies at the best terms the bu- 
reau could make in the interest of the 
Federal taxpayer. 
The Tennessee Valley Authority 


Act marked the first step in the direc- 
tion of systematic discrimination by 
the Federal government against pri- 
vate enterprise. The TVA was au- 
thorized to develop the Tennessee river 
in all its necessary phases, including 
the generation of electric power. 
Further, it was ordered to give munic- 
ipalities and other public agencies, in- 
cluding nonprofit codperatives, a pref- 
erence or priority in the sale of such 
power. TVA was further directed not 
to sell its supply to private companies, 
except on relatively short-term con- 
tracts (revocable on five years’ notice), 
which would provide for the retail rates 
to be charged by such companies to ul- 
timate consumers. Such contracts are 
revocable whenever the authority feels 
that the power thus supplied to private 
companies is needed for the require- 
ments of public agencies. 


C is not surprising that until the ab- 
normal circumstances of the war 
required TVA to pool its power with 
private companies in that section TVA 
sold only a minor amount of its power 
output to private companies and that 
only in the form of off-peak or dump 
power which could not be profitably 
sold otherwise. While the mere pref- 
erence of public agencies over private 
corporations is debatable enough (for 
reasons to be examined presently) in a 


e 


tion with public ownership on a fairly competitive basis. The 


q “.. . private industry can welcome the challenge of competi- 


trouble is that by its very nature it would seem that public 
ownership is unable to compete on a fair basis. If that gen- 
eralization is unsound, then there should be no objection 
against placing both public and private enterprise on a basis 
of ‘equal justice under the law’ from the standpoint of 


regulation.” 
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country which is primarily supported 
by a capitalistic economy, still it would 
not be so bad if it went no further 
than that. All other things being equal, 
private corporations could probably do 
a reasonable amount of business with 
these Federal projects if they were 
simply allowed to buy wholesale power 
supply, in the absence of a public rival 
ready, willing, and able at the time to 
make a bid for the same supply. 

But the enemies of private enter- 
prise in the public utility business could 
not rest with even such a one-sided ar- 
rangement. They went further in the 
Bonneville Act with the so-called “dog- 
in-the-manger” clause. This remark- 
able provision authorized and directed 
the Bonneville Administrator, not only 
to give preference to public agencies 
and nonprofit codperatives in the sale 
of power generated at his project, but 
even to reserve half of it exclusively 
for that type of distribution, even 
though no public agency were on the 
spot ready to do business—even though 
public agencies desiring the supply or 
qualified to handle it were not even in 
existence. 


HE original dog-in-the-manger 

provision would have terminated 
January 1, 1941, but was later amended 
to extend another year. Then the war 
emergency arose which claimed ap- 
proximately 80 per cent of Bonneville- 
Grand Coulee power for direct war 
production through private companies. 
In the postwar period, however, there 
is little doubt that attempts will be 
made to extend this dog-in-the-manger 
provision if it is necessary to insure 
the extinction of private enterprise in 
the electric power business in the Pa- 
cific Northwest. There is little doubt 
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in the minds of realistic observers that 
that is the purpose it was designed to 
fulfill in the first place, no matter how 
it might be rationalized. 

The dog-in-the-manger provision of 
the Bonneville Act has come to be re- 
garded by Interior Department spokes- 
men as “accepted” Federal power pol- 
icy. Indeed, such statutory discrimi- 
nation has become so commonplace 
that even in such a statute as the re- 
cently enacted Surplus Property Act, 
which recited in its policy provisions 
that it was designed to encourage pri- 
vate enterprise, we find similar prefer- 
ences. As finally enacted, the Surplus 
Property Act provides that whenever 
an electric power transmission line of 
the Federal government is determined 
to be surplus property, it can be re- 
served indefinitely by a public agency 
through the mere certification that it is 
“adaptable” to the needs of some pub- 
lic power operation or cooperative 
project. Where this “reserved’’ ticket 
has been tied on the power line, it can- 
not be otherwise sold (other than to 
a public agency) except by act of Con- 
gress. 


KX approved by the Senate, but later 
modified by the House, public 
agencies, including REA co-ops, would 
even have been allowed 50 per cent dis- 
count in addition to definite preference 
on the purchase of all surplus property 
no longer needed by the armed services 


after the war. Even in its final form, 
the Surplus Property Act contains a 
clause directing the Surplus Property 
Administrator to give “states, political 
subdivisions, and instrumentalities. . . 
an opportunity to fulfill in the public in- 
terest their legitimate needs.” If this 
isn’t an outright preference in favor 
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Organized Labor 


¢ ‘O RGANIZED labor and, for that matter, unorganized labor—as well 

as private utility management—have a very definite stake in the 

solution of the delicate problem posed by the advent of government 

agencies in the public utility business. Here again, in this sphere as in 

other spheres of governmental regulation, the private utility industry 

faces the same old line of outright statutory discrimination in favor of 
its publicly owned and operated counterpart.” 





of public agencies against prospective 
private purchasers of surplus govern- 
ment war goods, it could become so in 
the hands of an administrative agency 
hostile to a survival of private enter- 
prise in the public utility business. 
Incidentally, this discrimination 
with respect to the sale of surplus war 
goods and property can adversely af- 
fect not only the private electric utility 
industry but other private utility indus- 
tries. The telephone companies, gas 
companies, transportation companies, 
waterworks, or water companies desir- 
ing to purchase pipe, wire, switch- 
boards, poles, trucks, jeeps, and other 
miscellaneous tools and equipment 
which will appear in the surplus goods 
inventory of the armed forces will have 
to take a back seat whenever a public 
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agency or codperative makes a bid. 

Few would begrudge such a prefer- 
ence for public agencies with respect to 
strictly governmental operations or 
charitable or educational operations. 
Preferences in the sale of medical sup- 
plies, maps, or textbooks, or any other 
surplus equipment which could be used 
by state or local governments for po- 
lice, fire protection, health services, and 
so forth are not difficult to justify. But 
where such preferences are allowed for 
publicly operated business enterprise 
competing with or rivaling similar 
commercial operations by private enter- 
prise, it is hard to see just what in the 
world the government policy makers 
are driving at, unless it is, precisely, the 
extinction of private enterprise in a 
particular field of operation. 
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FTER all, the United States of 
America was founded and devel- 
oped to its present great status as a 
predominantly capitalistic system. Its 
government is supported almost en- 
tirely by tax payments from private 
business or people who work for pri- 
vate business. Why then should our 
government indulge in systematic 
sabotage of a particular line of pri- 
vate business which is admittedly 
neither reprehensible nor criminal in 
form? 

Why should the tax-eaters, the 
tax exempt, always sit down at first 
table—always get the preference— 
while tax-paying private enterprise 
must take the leavings? 

As The New York Times editorially 
stated with respect to public agency 
preferences in the Surplus Property 
Act: 


Such a development would lead to the very 
evils presumed to be avoided by the re- 
strictions placed on competitive operations 
by the Federal government. Instead of giv- 
ing local communities a preferred position 
in the acquisition of surplus war property, 
they should, if anything, be placed in a 
really favored position, particularly in con- 
nection with plant and equipment which can 
be used to compete with private industry. 


In any other form of activity, except 
a capitalistic government violently 
flirting with state socialism, such a pol- 
icy favoring customers who need a sub- 
sidy over customers who are self-sup- 
porting and profitable would be 
rightly accounted as economic lunacy. 
Every businessman from the corner 
grocer to the largest operator, if he 
gives a preference at all, in his service, 
extends it to the profitable customer, 
never to the irregular mendicant or in- 
solvent, who has to be carried on the 
books or eventually written off, in 
whole or in part, as a commercial lia- 
bility. 


Geen up this “third freedom” 
for the private utility industries, 
it would be fair to say that these indus- 
tries do not deny, at this late date, the 
right of municipalities, states, and the 
Federal government (in certain spheres 
of activity) to engage in utility opera- 
tions which rival their own. They do 
deny and protest the right of any gov- 
ernment body to cripple private enter- 
prise in the competitive race, by one- 
sided rules and privileges in favor of 
the tax exempt and the tax subsidized 
and against tax-paying private enter- 
prise. 

In other words, private industry can 
welcome the challenge of competition 
with public ownership on a fairly com- 
petitive basis. The trouble is that by its 
very nature it would seem that public 
ownership is unable to compete on a 
fair basis. If that generalization is un- 
sound, then there should be no objec- 
tion against placing both public and 
private enterprise on a basis of “equal 
justice under the law” from the stand- 
point of regulation. 


IV. Freedom from Unfair Labor 
Practices 


# peng labor and, for that mat- 
ter, unorganized labor—as well as 
private utility management—have a 
very definite stake in the solution of the 
delicate problem posed by the advent 
of government agencies in the public 
utility business. Here again, in this 
sphere as in other spheres of govern- 
mental regulation, the private utility in- 
dustry faces the same old line of out- 
right statutory discrimination in favor 
of its publicly owned and operated 
counterpart. In short, privately owned 
utilities of all kinds—gas, electric, tele- 
phone, and transportation—are sub- 
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ject to the full force and effect of both 
the National Labor Relations Act and 
the Smith-Connally Act. States, mu- 
nicipalities, and other political subdi- 
visions are not subject to these statu- 
tory restrictions. Specifically, they are 
exempt from such restrictions. 

On December 14, 1943, the War 
Labor Board ruled that it had no au- 
thority over labor union disputes in- 
volving three municipal utilities: gar- 
bage collectors in Newark, New Jer- 
sey; subway employees in New York 
city; and utility workers in Omaha, 
Nebraska. Inasmuch as the last- 
named case involved a utility district, 
organized independently of the munic- 
ipal corporation, the WLB ruling 
probably extends to all such inde- 
pendent public organizations set up for 
utility operations, as well as direct city 
or state control. 

The reasons why employees cannot 
exercise the same liberty of collective 
action—notably the right to strike—as 
employees of a private corporation 
were recognized many years ago in the 
case of the celebrated Boston police 
strike which was broken by Calvin 
Coolidge. 


ORE recently President Franklin 
Roosevelt declared that there can 


be no question of striking against a 
government agency. Commenting on 
this statement, The Washington (D. 
C.) Post editorially observed: 


There can be no genuine collective bar- 
gaining between governments and their em- 
ployees, he [President Roosevelt] has said 
in effect, because those employees have no 
right to strike. Their relationship to their 
employer is governed by law, and law can- 
not be changed at the behest of public serv- 
ants threatening to hold up the processes 
of government until their demands are met. 
Of course, organized public employees may 
petition officials for the elimination of 
grievances, for higher wages, or for better 
working conditions. If their pleas go un- 
heeded, the employees may resign or ap- 
peal to the public to elect more sympathetic 
Officials at the next election. But no right 
to strike on their part can be recognized 
without jeopardizing the legal basis on which 
government rests. 


Furthermore, even if the War Labor 
Board did entertain jurisdiction over a 
municipal utility wage dispute, how 
would the President enforce WLB de- 
crees for seizing and operating the 
property of a recalcitrant management, 
as provided by law in such cases? If 
New York city refused, for example, 
to obey WLB, could we imagine Presi- 
dent Roosevelt sending troops into the 
city to capture city hall and turn Mayor 
LaGuardia out on the sidewalk, con- 
fiscating the city’s taxes and other reve- 
nues, installing government officials 
for the performance of the usual func- 


7 
“WE are told that subway workers in New York city have no 
Ci: to strike against their government employer. But em- 
ployees of private utilities in Michigan are given the right to 
strike and have exercised it. The same thing has happened 
elsewhere. What kind of a situation is this? Why should 
the city of New York be given greater protection from the 
inconvenience of public service interruption than the city of 
Flint, Michigan? Why should the mere organization of util- 
ity management give one group of citizens protection from 
strikes and deny it to another group?” 
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tions of locally elected officials such as 
the district attorney? 

The very mention of such an absurd 
possibility indicates the impracticabil- 
ity of enforcing ordinary labor regula- 
tion on governmental agencies, as such. 
But when governmental agencies begin 
to mix up the traditional governmental 
functions with proprietary functions, 
the distinction is not so clear. It was 
necessary, after all, for the Army to 
take over the Los Angeles public power 
plant in order to settle a labor dispute 
last spring. That brings up the unfair 
aspect of regulating private utility 
labor relations, while exempting pub- 
licly owned utility labor relations. 


W: are told that subway workers 
in New York city have no right 
to strike against their government em- 
ployer. But employees of private utili- 
ties in Michigan are given the right to 


strike and have exercised it. The same 
thing has happened elsewhere. What 
kind of a situation is this? Why should 
the city of New York be given greater 
protection from the inconvenience of 
public service interruption than the 
city of Flint, Michigan? Why should 
the mere organization of utility man- 
agement give one group of citizens pro- 
tection from strikes and deny it to an- 
other group? 

To correct this inequity it is neces- 
sary to follow one af two courses: (1) 
Either the right to strike should be sus- 
pended for all utility employees (with 
the necessary corollary of compulsory 
arbitration, or some other safeguard 
for the workers), or (2) it should be 
extended to all public utility employees, 
regardless of where they work or for 
whom they work. If the latter course 
is followed, it is necessary to revive the 
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old distinction between “govern- 
mental” and “proprietary” functions 
of a city or other public agency. 

The Smith-Connally law itself pos- 
sesses another danger for organized 
labor through the very use of “govern- 
ment operation” as a device to break up 
strikes, Look at what happened in the 
case of the Toledo, Peoria & Western 
Railroad Company, which was taken 
over by the government because it re- 
fused to comply with labor protection 
regulations commonly known as 
“featherbed rules.” After the govern- 
ment took over, the Office of Defense 
Transportation suspended the so-called 
“featherbed rules” and the workers 
must go on working and may not strike 
against their government. 


7 same thing could happen in 
other industries, especially under 
an administration less sympathetic to 
organized labor than the one now in 
power. Granted that the coal miners, 
for example, who worked for so many 
months under Secretary of Interior 
Ickes, had no fear of exploitation. 
What guaranty did they have that it 
would continue to be so indefinitely? 
There is food for thought here on the 
part of conscientious labor leaders who 
need only to turn to recent pages of 
history, notably in Nazi Germany, to 
realize that in the long run labor is on 
safer bargaining ground with private 
enterprise than with a dominating gov- 
ernment agency. The right to strike 
does not exist in the Reich where the 
labor movement has been shackled to 
the chariot of government control. It 
does not exist in that great land of the 
proletariat, Soviet Russia. But it still 
exists in Capitalistic America—the 
land of free enterprise—but it exists 
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only with respect to private industry. 
Food for thought, indeed, Mr. Labor 
Union Leader. 


Gan up this case for the four 
freedoms for public utility enter- 
prise, it is not unfair to state that we 
are approaching, if indeed we have not 
reached, a point in our national history 
where we will have to face this issue: 
Do we want to liquidate private enter- 
prise in the public utility business? The 
question is of sufficient importance, not 
only to warrant consideration by the 
people or their elected representatives, 
but a consideration of all the implica- 
tions of the question on its own merits. 

We must have an end to this sneak- 
ing up and sliding up to the same ob- 
jective by people who disclaim any in- 
tention of liquidating private enter- 
prise, who talk glibly about “public in- 
terest” or “conservation” of natural 
resources, or “low rates,” or “protec- 
tion of the investor,” or most anything 
else but what is actually involved—the 
destruction of private enterprise in a 
great industry. Let us at least have an 
end to the subterfuge, to the sys- 
tematically one-sided legislation, to the 
“yardstick” of yesterday’ which be- 
comes the public monopoly of today. 


"esac of the question must 
also include where, if any place, 
a line should be drawn between indus- 
tries which shall remain private and 
protected, as such, and those which 


shall be thrown open to honest and out- 
right socialism. For it is obvious that 
if the electric power industry is to be 
liquidated, as a private industry, the 
tendency will be to go further into other 
public utilities, gas, transportation, and 
communications where similar argu- 
ments about “natural resources” and 
“essential public service” prevail. 
Yes, many compliments have been 
given to the public utility industries for 
the fine war job they have done, and to 
private enterprise in America general- 
ly. But it will take more than compli- 
ments to keep this system going in the 
years ahead. The blunt truth of the 
matter is: If free private enterprise is 
to flourish in the postwar world, it will 
have to be assured of an atmosphere in 
which it can flourish. Despite its in- 
herent vigor and record of past accom- 
plishment, free private enterprise can- 
not thrive on stony soil or without 
nourishment and proper care. Every 
time the Federal or local government 
takes steps which discriminate in favor 
of tax-eating government enterprise, it 
puts another burden on tax-paying 
private enterprise. Given a sufficient ac- 
cumulation of such burdens, the bal- 
ance of our national economy can be 
finally swung towards socialism, no 
matter how loudly the hymns of praise 
may be sung in favor of good old free 
private enterprise. As a tired old actor 
once remarked: “I have tried so often 
to live on bouquets and mash notes that 
I have finally lost all appetite for them.” 





gq “You can’t plump for new Federal expenditures on the ground that a big 


war surplus lessens the danger o 


the big public debt and then turn 


around and close much of the surplus out gratis or at cut rates.” 


—EpIToRIAL STATEMENT, 
The (Baltimore, Md.) Sun. 
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Public Relations—Today’s 
Opportunities for Utilities 


They have done an outstanding job for the public, declares the 

author, have done their part in sharing the wealth, and the time 

has come to share the facts with the public—Notable examples 
of the good results of proper publicity. 


By E. CLEVELAND GIDDINGS 
ASSISTANT TO THE PRESIDENT, CAPITAL TRANSIT COMPANY 


it suggest to you? Quickly 
define it to yourself and then 
see if your understanding of the 
phrase nearly matches my description 
of its meaning to me. I won't be sur- 
prised if we are far apart because re- 
cently fifteen prominent public relations 
practitioners were asked to define pub- 
lic relations. They gave fifteen differ- 
ent answers. The American Public Re- 
lations Association, a newly organized 
group of experts in this field, has been 
three months trying to define the term, 
in order to formulate a code of ethics 
and a standard for membership. It will 
probably be some time before the defi- 
nition is settled to their satisfaction. 
To me public relations is perhaps 
easily defined by reversing the phrase 
and saying “relations with the public.” 
It is an operating philosophy. The ac- 
tive practice of the golden rule. It is a 
way of life, having a definite objective. 


¢ ¢ Ps: Relations.” What does 


It is continuous. It will, at times, be a 
bitter pill for the practicing principals 
to swallow. It is the consideration of 
the public interest while maintaining 
in the operations of your business a 
proper balance for the investor and the 
employee. 

There are two kinds of public rela- 
tions—good and bad. The practices of 
some of the utility groups in the not 
too distant past have resulted in bad 
public relations. This has reflected on 
other utility groups and individual 
companies who have done nothing to 
warrant poor public relations—and also 
nothing to warrant good public rela- 
tions. 

To have good public relations, you 
must face facts sincerely and accept the 
truth bravely. You are held responsible 
by public opinion for the success or 
failure of your program. Thus, you 
cannot approach or continue a pro- 
gram in a shoddy manner. It must be 
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well thought out. It must be a business- 
like execution of a project conceived 
and agreed upon in advance. 

The two basic fundamentals of any 
program are perspective and objective. 
Perspective reduces immediately a 
good many concepts of the job. An in- 
dividual saturated with the problems 
of the utilities very often loses the 
other fellow’s viewpoint. The objec- 
tive fundamental means the acceptance 
of the forces which are distasteful to 
you, but which must be recognized. 

Now let’s get back to what you may 
consider public relations. Is it pub- 
licity? Does it mean how often you can 
get the name of your company into 
the public press or, negatively, to keep 
your name out of the press? 

There are a great many utility men 
who are of the opinion that once you 
have won the confidence and gotten on 
the right side of the press, your public 
relations program is solved. Don’t be 
disillusioned. It must be a continuing 
and deserved confidence. Newspaper 
people soon wise up to the peddler of 
bunk. You must warrant by action and 
deed the plaudits of the press. And 
only then will you have taken a small 
step. 


| your definition of public relations 
advertising? Is it public appear- 
ances before business and civic groups? 
Is it the printing and distribution of 
booklets and pamphlets? Is it a radio 
feature? Is it a home economics class? 
If it is, you are thinking merely of some 
of the tools of public relations — the 
tools employed to carry out a compre- 
hensive program. These tools can do 
a good job, or bad job, or an indiffer- 
ent job. But is must always be kept in 
mind that they are merely tools, whose 
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application is, of itself, no assurance of 
results. 

The interests of your business are 
common with the interests of the pub- 
lic because the public are your cus- 
tomers. Thus, you have standing be- 
side you the greatest force in the coun- 
try—the public—whose opinion is 
wooed by political bureaucrats. The 
same opinion causes public utility 
executives to run to the confines of 
their office, where they figuratively 
bury their heads in the sand. When 
they emerge, they have literal head- 
aches. Too few recognize that their in- 
terests are concerned at all times with 
the people and with their economic and 
cultural development. They cannot 
escape it. 

It is a simple thing to conclude that 
if your operations are good, you have 
good public relations. That is exactly 
what a great many utility people have 
done. But there must be public con- 
sciousness of the fact—a public appre- 
ciation of a good job, well done, and 
in the public interest. In the past few 
years, utilities have accomplished won- 
ders. They have assumed a burden 
that has made possible the production 
miracles that are winning this war for 
us. 


i diry utilities have met the demands 
of war without recourse to ration- 
ing the individual. They have reduced 
the costs of their product even in the 
face of rising wartime costs. In the 
least instance they have maintained the 


cost at a stabilized level. You know 
these things, and I know these things, 
but does the public know? Certainly 
not all they should know. And you can- 
not afford to sit back like Father Divine 
and cry “Peace! It is wonderful.” The 
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doing, in itself, is not enough—not 
enough for good public relations. If, 
as the theologians say, good works 
without faith are not enough for salva- 
tion, so in a more worldly sense, good 
works without publicity are not enough 
for success in maintaining public con- 
fidence and good will. You must tell 
the public not only of the good job you 
are doing, but you also must make clear 
how you do it. You must impress them 
with the “know how” you possess. 
What appears elementary to you is 
most often the thing about which the 
public has a misconception. 

Right now utilities are held in higher 
esteem by the public than they were be- 
fore the war. But they are far from the 
10-yard line of good public relations 
where they deserve to be on the basis 
of accomplishments and contributions 
to the welfare and prosperity of our 
country. 

Let’s get down to brass tacks. 

There is one sure way to discover 
what the public thinks of you. That 
way is determined through utilization 
of qualified public opinion surveys. 
Other industries and organizations 
have been awake to these milestones of 
directional progress for some years. I 
dare say few utility companies have ex- 
plored the possibilities of knowing 
what your own customers—the public 
—are thinking about the way you con- 
duct your business. 


ro to the war, a public opinion 
survey was made of the electric 
power business. 

The results clearly showed the con- 
cepts of the public were mostly wrong. 
There was a lack of public good will 
toward the electric utility business. Is 
there any wonder politicians were on its 
neck? They knew public opinion was 
on their side and in their favor. Did the 
companies know where the deficiency 
for these wrong concepts was traced? 

The plain fact is that the public was 
less informed, and more misinformed, 
about the electric power business than 
it was about others. Unfortunately, 
the first survey also showed that a 
large segment of the thinking public— 
editors, educators, and other influen- 
tial citizens — were seemingly less 
friendly than the general public. 

Public opinion surveys are eye open- 
ers. One transit company, after an 
experimental pilot survey taken recent- 
ly, discovered that its passengers 
thought its operators were among 
the most discourteous group of its 
kind in the country. This was surpris- 
ing. Conversely, their passengers 
thought their vehicles were clean and 
well maintained, while the company 
was under the impression that they 
were dirty, because of the lack of man 
power. 

Assuming that an average utility’s 
operations are good—and they are 


e 


and accept the truth bravely. You are held responsible by 


q “To have good public relations, you must face facts sincerely 


public opinion for the success or failure of your program. 
Thus, you cannot approach or continue a program in a 
shoddy manner. It must be well thought out. It must be a 
businesslike execution of a project conceived and agreed upon 


tn advance.” 
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good—by that I mean that rates are 
generally fair, equipment and property 
maintained efficiently — where, then, 
does it stand in your public relations? 
Do telephone operators answer the 
phone pleasantly? Do your field men 
talk pleasantly to your customers and 
clean up after they finish a job? Does 
the cashier have a smile for the cus- 
tomer when a bill is paid? Do street- 
car and bus operators treat their pas- 
sengers as fellow humans, or do they 
consider them so many cattle to be 
bounced around and barked at? 


Is the plant well cared for? Is the 
grass cut regularly in the summer? 
Is the snow shoveled off the sidewalk in 
the winter? Are complaints taken 


seriously and the customer given a com- 
plete explanation? Is the office housed 
in an antiquated building at the far end 
of town? Or does the company con- 


duct its business in a modern structure 
in the business district, indicating a 
progressive organization moving along 
with, and perhaps ahead of, the com- 
munity ? 

If these things are so, the company 
is taking advantage of some of the 
available public relations opportunities. 

A utility organization is the alter 
ego of the persons with whom the pub- 
lic identifies it. 

The public relations department, as 
such, is the responsibility of every em- 
ployee of the company. It is not one 
man or a small group. They may be 
the spark plugs that suggest some of the 
techniques of its practices. They may 
be the thorn in the side of top manage- 
ment. But the public relations depart- 
ment is really everyone on the payroll. 
They are in the picture from begin- 
ning to end. To function they must 
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have an understanding of your prob- 
lems. They must be kept informed. 

One of the best ways of accomplish- 
ing this is through an employees’ 
magazine, supplemented by informa- 
tive booklets, bulletins, meetings, and 
other means of transmitting internal 
information. Utilities might well con- 
sider spending a little money on din- 
ners for key groups, so that they might 
be better informed about utility poli- 
cies and problems. And, incidentally, 
this gives the employees an opportunity 
for meeting the boss face to face and 
realizing that he, too, is made of flesh 
and blood. 


oe employees informed in a 
way which they will regard as 
pleasurable as well as educational, and 
not a “homework” chore, is important. 
In this way their off-duty contacts will 
reflect an intelligent knowledge of their 
jobs and their company. Of course, 
there are many things they will not be 
able to answer, if they are asked ques- 
tions. Let them bring these questions 
back to those who are more fully in- 
formed. 

What else can be done? Certain 
other tools are rusty from disuse. For 
the past several years, some utilities 
have been afraid to handle them with 
full force. There again, it may entail 
taking the rubber bands off the cor- 
porate bankrolls. But if gross revenue 
is not spent to tell the story to the pub- 
lic, it may well be taken from the com- 
pany in another manner. The fact that 
a large segment of the public thinks 
profits of utility companies are too high 
is an invitation in that direction. 

If this discussion appears loaded on 
the lecture side, don’t overlook the fact 
that there are bright spots. Compari- 
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Who Constitute the Public Relations Department 


“ye public relations department, as such, is the responsibility 
of every employee of the company. It is not one man or a small 
group. They may be the spark plugs that suggest some of the tech- 
niques of its practices. They may be the thorn in the side of top man- 
agement. But the public relations department ts really everyone on the 
payroll. They are in the picture from beginning to end. To function 
they must have an understanding of your problems. They must be 
kept informed.” 





sons are odious, but it is no secret that 
two utility industries have done won- 
ders in this field. One is the Bell Tele- 
phone system. The other, the Amer- 
ican railroads. It was not always so. 


Bhs telephone industry embarked 
on a public relations program 
twenty-five years ago. This came after 
the telephone business got such a scare 
in the form of a public ownership 
threat coincident with World War I 
that it never forgot it. The Bell people 
have the confidence of the public today, 
and it is held in high esteem. They have 
not been afraid to use the tools on hand 
and have discovered and developed a 
few of their own. They saw back in 
the early days of World War I the 
struggle that lay ahead and they prof- 
ited by their mistakes. They pro- 
gressed—stepped out public relations 
wise—and took a positive attitude. 
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They are firm believers in telling the 
public of the good service they are 
rendering. 

They have developed their tech- 
niques to such a fine state of perfection 
that they maintain a press contact 
which regularly provides to subsidiary 
companies new stories, features, 
photos, and so forth about the indus- 
try. It is significant that they have 
become to be regarded as in a class by 
themselves in the utility business. 

The other exception, the steam rail- 
toads, have done an outstanding job, 
in the last few years. It is perhaps a 
coincidence that it too, as an industry, 
received a bad scare during World 
War I in the form of a public owner- 
ship threat which closed the ranks of 
the railroad industry against the di- 
vide-and-conquer technique that has 
certain other industries today dis- 
united and discouraged. Spearheaded 


622 





PUBLIC RELATIONS—TODAY’S OPPORTUNITIES FOR UTILITIES 


by the Association of American Rail- 
roads, they have changed public opin- 
ion very noticeably by keeping the pub- 
lic fully informed of the job being 
done. These efforts are supplemented 
by a coordinated program of individual 
railroads. 


HE railroads first undertook their 

plan in 1937. Prestige of the 
railroads was at a low ebb in the pub- 
lic’s mind. The morale of their em- 
ployees was not too high. Business 
was hard to get. Regulatory authori- 
ties were exercising prerogatives they 
never enjoyed before. Things were go- 
ing from bad to worse. They looked 
about for help. 

One day a bright counselor said, “It 
is high time for the railroads to put 
aside the patched coat, the whining 
voice, and the tin cup, and set about 
registering the kind of impression 
which will evoke admiration and win 
friends.” They took his advice. Rail- 
road executives were injected with the 
needed enthusiasm and set about tell- 
ing the why and how of their story to 
the public. They have taken several 
years to reach only part of their goal. 
They know their program must be con- 
tinuous. They are spreading the gospel 
of enterprise and the understanding of 
what influences people to the person- 
nel of every railroad and to their 
security holders. The latter group un- 
til recently received annual reports that 
were statistically dry to everyone ex- 
cept a financial analyst or an account- 
ant. Now annual reports are being is- 
sued that make worth-while reading 
and inspire the nonstatistical-minded 
security holder. The railroads have 
spread the new concept to the key men 
in the publication field, to reporters, 
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and to the public. They are successful- 
ly selling the public on the fact that 
the railroads are the most progressive, 
serviceable, and admirable transporta- 
tion system in the world today—an en- 
terprising and essential part of Amer- 
ican life. 


HE railroads, like the telephone 

system, believe in talking, writing, 
and visually displaying their accom- 
plishments. They reach into every pub- 
lic place, every branch of the govern- 
ment, and into every home. Looking 
forward to tomorrow, they are carry- 
ing their story into the schools and tak- 
ing full credit for doing it. They are 
not afraid of political criticism for this, 
and as a matter of fact have received 
relatively little on this score. 

How long are electric, gas, and trans- 
it utility groups going to wear their 
cloak of overwhelming modesty ? How 
long is it going to take these utilities 
to discover that they owe it to their 
own public, both ratepayers and inves- 
tors, to fully inform them of the im- 
portance of their businesses to the 
American way of life. 


oo public has a heavy stake in the 
utilities. You may have noted I 
referred from time to time to investor- 
owned utilities. It more rightly should 
be public-owned utilities. 

I avoided the words “privately 
owned,” because they are a vague in- 
vitation to popular error. The term 
“private ownership” designates non- 
political economic interest and non- 
government management, but to mil- 
lions of uninformed and misinformed 
Americans it means a sinister individ- 
ual wearing a checked vest bulging 
with big bills or a clique selfishness by 
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which many are deprived to gratify 
the greed of a few. 

The public are truly the ones who 
own our power and gas plants, our 
water companies, and transit proper- 
ties. The great majority of the estab- 
lished, earning, and progressive citi- 
zens of this country have a vital stake 
in the utilities. They are owned by 
Main Street, not Wall Street. 


HE investment portfolios of insur- 

ance companies, hospitals, banks, 
and other public agencies are secured 
by holdings of utility stocks or bonds 
—the very backbone of their invest- 
ments. 

The very preferred position of 
utility securities in the investment 
portfolios of insurance companies and 
endowed institutions suggests the high 
record of competent management and 
financial reliability. Few people ap- 


preciate the significance of the utilities 
to their own interests. 


W: in the utility field have done our 
share in sharing the wealth. 
More will be done. We have given our 
fellow citizens a bigger and better dol- 
lar’s worth of service, decade by 
decade. Now the time has come to 
share the facts and to make familiar 
to those same fellow citizens the why 
and how concerning the accomplish- 
ments and the ingenuity of the utili- 
ties, the pioneers of organization, im- 
provements, and economies of produc- 
tion. 

It is high time for us, too, to put 
aside the patched coat, the whining 
voice, and the tin cup. Let us take ad- 
vantage of our opportunity. Let us 
vigorously and positively set about reg- 
istering the kind of impression that 
will evoke admiration and win friends. 





Pennsylvania Public Utility Potpourri 


ce yen the year 1943 there were 9,739 public utilities 
under the jurisdiction of the Pennsylvania Public 


Utility Commission. 


“The utilities were: airways 4; bus, scheduled service 417; 
bus, group.and party service 205; bridge (toll) 11; canal 2; 
common carriers by water 5; express 2; electric 52; ferry 
16; gas 138; grain elevator 3; incline plane 3; pipe lines 6; 
refrigeration 1; steam heat 32; stockyards 3; sewerage 15; 
steam railroads 70; street railways 17; taxicabs 424; trucks 
7,600 ; telegraph 2; telephone 232 ; water 476; wharfage 3.” 

—EDITORIAL STATEMENT, 
Pennsylvania Independent Telephone Association. 
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Utilities 


in the War Zones 


Service that calls for every kind of original thinking 
and resourcefulness—Its bearing on postwar re- 
quirements. 


By A. E. PERKS 


s of September 18th last, a stock 
A of 3,705,830 pounds sterling 
worth of public utilities equip- 
ment had been amassed by UNRRA 
and was being held, in fact still is being 
held, at the disposal of UNRRA off- 
cials in Great Britain.. That is, about 
$17,000,000 worth. 

The fact, passed unnoticed by the 
daily press, was officially recorded in a 
report tabled at the second world 
gathering of UNRRA officials and 
representatives of the 44 United Na- 
tions which subscribe to UNRRA, a 
body whose purpose is fairly clearly 
indicated by its name, the United Na- 
tions Relief and Rehabilitation Ad- 
ministration. 

This little item resembles most of 
the outstandingly important features of 
the UNRRA and many similar con- 
ferences. It found no place in anyone’s 
speech. It was not mentioned in any 
press release. Yet it unlocks the door 
to a world of drama, tragedy, and 
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sound business calculation, and a lot of 
things that I rather think the public 
utility world ought to know about. 

First, public utility men have al- 
ready contributed a remarkable lot to 
the relief of trouble and suffering in 
war-shattered centers of Europe. 
Second, they are still doing so and are 
sure to be called on in the future to 
contribute further. Third, things are 
going to happen in the next two years 
or more, arising out of this year’s and 
next year’s UNRRA meetings, which 
will be of very great interest to the 
public utility men of North America 
generally. 

First, here is something dramatic 
which came out at last September’s 
UNRRA meeting in Montreal. It re- 
ferred to what happened when Naples 
was delivered from the yoke of the 
Hun. 


Ou of the most pressing problems 
that the United States Army met 
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on entering Naples was shortage of 
water. The city’s waterworks was still 
in the hands of the enemy. Experienced 
waterworks men (and there are plenty 
of them serving in the Army) set up 
water points, which were supplied with 
water from tank trucks. Distilling ma- 
chinery was rigged up, to make bay 
water drinkable. Then the 82nd Air- 
borne Infantry Division went after the 
waterworks and finally drove the Ger- 
mans out. The aqueduct was a privately 
owned setup, and consisted of cast-iron 
sections bolted together. Employees of 
the company had succeeded in hiding a 
sufficient number of spare parts, plus 
some equipment taken from the Ger- 
mans, to make it possible for Ameri- 
can engineers, cooperating with the 
Italians, to get the aqueduct and the 
waterworks into a reasonably working 
condition within ten days. 

Next came a power problem. It was 
first brought up as a health question. 
There is one level of sewers there, from 
which the sewage has to be pumped 
over a hump into the next level. Some 
of the pumps were broken. None of 
them would work, because there was 
no electricity to operate them. When 
sewers stagnate for any length of time, 
the health problem becomes very 
serious. 


S the power utility men in the Army 


and Navy -came into action. 
They, first of all, borrowed three 
Italian submarines,. moored them in 
Naples harbor, and cabled their elec- 
trical generating units to converters by 
which the Italian Navy’s DC was 
changed to AC; the converters were 
wired to the city’s sewage pumps and 
the day was saved, for the time being 
anyhow. 
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Fawr power plant was then re- 

paired and used instead of the 
submarines, which the Navy needed for 
other work. Then a steam plant was 
put into working order. This, origi- 
nally acquired by the Italiansasanemer- 
gency plant for peak load use, became 
their principal source of power until 
the Germans could be driven out of the 
northern hydraulic power sources, and 
the transmission lines repaired, the 
latter once more a job handled by 
skilled public utility men, American 
and Italian in codperation. 

That is the sort of experience that 
is being duplicated every time a city or 
town, industrial or commercial or resi- 
dential center of any kind, is wrested 
from enemy hands. The work, calling 
for every kind of original thinking and 
resourcefulness, is made still more in- 
teresting by continual shelling, bomb- 
ing, and frequently sniping, from not 
very distant enemy forces. There are 
streetcar men and power line men, 
waterworks and sewage men who will 
come home with lines of medals on 
their breasts, and a wealth of unusual 
experience in the back of their minds. 

It follows that America will not be 
short of first-class emergency men and 
trouble shooters in the public utility 
fields for many years to come. Floods, 
hurricanes, earthquakes, forest fires will 
disrupt utility services again but there 
will be an army of experts available to 
make temporary repairs and get things 
going by the shortest route, men who 
have learned how to do without most 
of the things the textbooks call for, 
and look upon the impossible as their 
daily routine. 

Along the same lines, still more valu- 
able experience lies ahead. Foreign 
Policy Reports, in reference to the 
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UNRRA program, cites as part of its 
specific objects, “Rehabilitation of pub- 
lic utilities and services, so far as they 
can be repaired or restored to meet im- 
mediate needs, such as light, water, 
sanitation, power, transport, temporary 
storage, communications, and assist- 
ance in procuring material equipment 
for rehabilitation.” 


Ave reaction to this is: What a 
glorious opportunity for finding 
out. Did your chief engineer ever wish 
he had a laboratory of some kind 
where he could try things out without 
the risk of wrecking his own plant, 
system, or setup? Here’s his chance. 
Probably all the experiments that any 
utility man can think of will be tried out 
during the next three years in Europe. 
And all your plant man or operations 
engineer has to do is to sit back and 
watch how they work over there. 

The second reaction is not quite so 
happy. A city of a million inhabitants 
plus was allocated eighteen new street- 
cars last year. And that was the first 


new rolling stock they had been able to 
acquire since 1940. A city of a million 
and a quarter is using 12 to 14 per cent 
more water daily, in summer, than its 
normal filtration capacity, and is hop- 
ing for the end of the war to come be- 
fore its water supply goes completely 
haywire. 

Every city in North America is 
looking forward to getting a slew of 
new utility equipment. Montreal, 
where UNRRA held its last meeting, 
wants a 300,000,000 - gallon water 
reservoir, 200 new streetcars, and a 
$60,000,000 underground railway sys- 
tem, as soon as the war is over. But 
if the whole continent of Europe is also 
clamoring for new utility equipment, 
streetcars, waterworks, power ma- 
chinery, transmission lines, etc., etc., 
and UNRRA is pledged to get it for 
them, the American utility operator 
may have to “put water in his wine,” 
as they used to say in Paris in the days 
when there was wine in Paris. 

So what? Your guess is as good as 
mine. Now you take it from here. 





Man on Horseback 


66 HE people have always some champion whom they set 


over them and nurse into greatness. . 


.. This and no 


other is the root from which a tyrant springs; when he first 


appears he is a protector. 


“In the early days of his power, he is full of smiles, and he 
salutes everyone whom he meets. 

“When the tyrant has disposed of foreign enemies by con- 
quest or treaty, and there is nothing to fear from them, then he 
1s always stirring up some trouble or other, in order that the 


people may require a leader. 


“Has he not also another object which is that they may be 
impoverished by payment of taxes, and thus compelled to de- 
vote themselves to their daily wants and therefore less likely 


to conspire against him?” 


—PLATO 


Excerpt from The Republic, Book VIII. 
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Wire and Wireless 
Communication 


OMMUNICATIONS circles were stirred 
by the announcement of a proposed 
expansion of private music and enter- 
tainment system by Muzak Corporation, 
in which important public figures would 
participate. The Muzak setup, reported 
to involve an investment of approxi- 
mately $10,000,000, was explained by 
Joseph L. Weiner, former director of the 
SEC Public Utilities Division, in his ca- 
pacity as attorney for Muzak in proceed- 
ings before the FCC. 

Muzak Corporation has for some 
years been active in providing selected 
music programs on a subscription basis 
by private telephone wire to hotels, res- 
taurants, and other selected customers 
having special need for programs with- 
out the usual advertising interruptions 
and other announcements necessary in 
regular radio broadcasting. 

Muzak Corporation now proposes to 
expand this service to include broad- 
casting by radio and is asking FCC for 
certain frequencies for that purpose. Ex- 
plaining how the Muzak service could 
be broadcast without interfering with its 
subscription fee basis, Mr. Weiner 
briefly described the technique proposed 
to be followed. There would be a choice 
of about three programs (for example, 
serious music, lighter music, and enter- 
tainment or even educational material) 
which each subscriber could select 
through a switch on his receiving set. 
These programs would be broadcast over 
three different channels but “scrambled” 
at the point of transmission so that re- 
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ception by an ordinary radio receiving set 
would result in an unintelligible ca- 
cophony. 


Pp subscribers to Muzak Corpora- 
tion service, however, would have 
their receiving sets with an “unscram- 
bling” device which would rectify the 
signals at the point of reception without 
any change or variation from the original 
quality of transmission. Presumably, 
the “scrambling” and “unscrambling” 
device would be adjusted periodically to 
prevent technical “bootleggers” from 
catching up with the operation. The 
Muzak plan calls for a “subscription fee” 
of about 5 cents a day by the listener. 
Details of the operating organization 
were not disclosed, but Muzak Corpora- 
tion itself is headed by William B. Ben- 
ton, an original partner of Benton & 
Bowles, advertising agency, which owes 
a large measure of its success to radio ad- 
vertising. The other partner, Chester 
P. Bowles, is now -administrator of 
OPA, but it is reported that Mr. Bowles 
plans to join the new project when his 
OPA duties permit. Also expected to 
join the board of the new organization 
will be Robert M. Hutchins, president of 
the University of Chicago, and Beardsley 
Ruml, financial expert and treasurer of 
R. H. Macy & Company. Mr. Benton 
also admitted that he had offered a po- 
sition to James Lawrence Fly, chairman 
of the FCC, upon the latter’s expected 
retirement from that board in the near 
future. Benton owns the common stock 
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of Muzak. The North American Com- 
pany, utility concern, is said to own the 
preferred. 

FCC General Counsel Denny, on 
cross-examination of Mr. Weiner, 
raised the question of whether the pro- 
posed 3-phase service setup would not 
violate the FCC’s duopoly regulation. 
This regulation prohibits ownership, op- 
eration, or even management of more 
than one radio broadcasting station in 
the same reception area. 

* * * 


HE FCC has warned all radio broad- 

casting licensees that § 317 of the 
Communications Act requires full spon- 
sorship identity. The warning came after 
protests made during the election cam- 
paign that certain political spot an- 
nouncements were not properly identi- 
fied as to sponsorship. 

“Numerous complaints have recently 
been received by the commission con- 
cerning failure of radio stations to iden- 
tify sponsors of political spot announce- 
ments,” said the FCC notice. After cit- 
ing § 317 of the act, the notice pointed 
out that the section “applies to spot an- 
nouncements, as well as to all other ma- 
terial broadcast and requires a full and 
fair disclosure of the identity of the per- 
son furnishing the consideration for such 
broadcast.” 

The commission notice followed com- 
plaints by the American Civil Liberties 
Union and the Liberal Party of New 
York state to Chairman James Lawrence 
Fly, charging that political broadcasts are 
being carried without proper sponsor 
identification. The Civil Liberties Union 
protest made reference only to “spot an- 
nouncements in behalf of political candi- 
dates.” An investigation by commission 
personnel disclosed that some stations 
had broadcast political spot announce- 
ments, labeling them only “political” an- 
nouncements. It was pointed out that 
such identification is not sufficient. 

Pending before the FCC is a proposed 
rule to require identification of not only 
sponsors of commercial programs, but 
of those providing “free” material for 
broadcast. 
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5 lpn Michigan Public Service Com- 
mission on October 17th at Lansing 
opened a hearing on its order requiring 
the Michigan Bell Telephone Company 
to show cause why its rates should not 
be reduced. 

Defending present telephone rates, 
George M. Welch, president of Michigan 
Bell, expressed regret in a statement is- 
sued as the hearing opened at any im- 
plication that it is overcharging its cus- 
tomers. He said: 

The public has only to compare the effect 
of the war on the price it is paying for tele- 
phone service and other prices to conclude 
that we are not profiting by the war. 

Since 1940, rate reductions have resulted 
in savings of nearly $4,350,000 a year to 
customers of this company, based on pres- 
ent usage. Today, Michigan Bell is doing 
65 per cent more business than in 1939, 
while it is earning about $1,000,000 a year 
less. 


*x* * * * 


HE FCC radio spectrum allocation 

hearings continued through the 
month of October. Zellon E. Adritsh, 
radio engineer in charge of operations, 
testified for the Indiana state police on 
interference problems arising in the 30- 
to 40-megacycle band of the radio spec- 
trum. 

His testimony brought considerable 
cross-examination and unusually keen in- 
terest on the part of commissioners and 
FCC counsel, who indicated after the 
session that Mr. Adritsh gave more spe- 
cific propagation data in the lower FM 
band than had been presented. Asserting 
that experience had taught police that 
FM in the 30-40-megacycle band was es- 
pecially adaptable to fixed station and 
mobile services, Mr. Adritsh said, how- 
ever, that “the propagation characteris- 
tics of these frequencies result in direct 
wave interference up to and in excess of 
100 miles and skywave interference at 
distances from around 500 to several 
thousand miles; the extent, distance, di- 
rection, and time of the latter varying 
widely, we are told, over an 11-year 
period.” 

He told the commission that those 
sources of interference can be rendered 
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impotent by provision of an adequate 
number of channels and by their proper 
assignment. Direct wave interference at 
30-40 megacycles can be minimized, he 
said, by (1) use of separate channels for 
fixed and mobile stations; (2) adequate 
geographical separation between states 
using the same frequency, and (3) segre- 
gation of the state channels from the 
county and city channels. 

“It is not uncommon for fixed very 
high frequency FM stations to cause 
severe interference at distances in the 
neighborhood of 100 miles or more,” said 
the Indiana state police official. He said 
in 1943 the Illinois state police were 
forced to change their mobile frequency 
from 39.9 megacycles to 39.5 megacycles 
because of “crippling interference” from 
WAYH of the Chicago Surface Lines, 
which was operating on 39.86 mega- 
cycles. He said the 40-kilocycle channel 
width is a “doubtful minimum” and rec- 
ommended channels of 100 kilocycles. 


Ce Paul A. Walker, who 
presided, told police witnesses that 
further testimony was unnecessary be- 
cause the commission was convinced of 
the importance of the services and needed 
only their advice and recommendations 
on the specific allocations to be made. 

Inspector Francis A. Burns of the 
New York police department presented 
a report on police needs for which chan- 
nels above 100 megacycles were re- 
quested and also a separate channel in 
the 30-40-megacycle band to provide a 
minimum of interference. 

Captain Herbert L. Batts of the In- 
dianapolis police department proposed a 
few channels in the 120- to 126-mega- 
cycle band for facsimile transmission for 
check on signaturés or documents and 
for identification of persons. 

The following day the commission 
heard witnesses on behalf of the radio 
needs of the fire departments, headed by 
Mayor F. H. La Guardia of New York 
city. 


* * * xX 


ELEVISION—by means of the co- 
axial cable system to be constructed 
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in the next five or six years by the Bell 
system—will first become available in 
1946, according to present tentative plans 
disclosed by Frank A. Cowan, transmis- 
sion engineer of the American Telephone 
and Telegraph Company, in a paper pre- 
sented at the National Electronics Con- 
ference in Chicago recently. 

The coaxial cable, the only conductor 
over which television images can be car- 
ried over a reasonable distance, consists 
of a copper sheath; in its center another 
copper wire is mounted on closely spaced 
insulators, and the whole is so shielded 
that “repeaters” (amplifiers) can be 
placed farther apart. 

Mr. Cowan discussed the Bell system 
coaxial cable construction program, an- 
nounced last spring, which will entail an 
investment of approximately $100,000,- 
000. These cables, which will cover be- 
tween six and seven thousand route 
miles, are capable of transmitting hun- 
dreds of telephone conversations simul- 
taneously over a single pair of conduc- 
tors along with television images. 

Tentative plans for television trans- 
mission are: 1946, New York-Washing- 
ton, New York-Boston (television radio 
relays also may be tried), Washington- 
Charlotte, and Los Angeles-Phoenix ; 
1947, Chicago-Toledo-Cleveland-Buf- 
falo, Washington-Pittsburgh-Cleveland, 
Atlanta - Birmingham - Jackson - Dallas- 
El Paso-Tucson-Phoenix, and Chicago- 
Terre Haute-St. Louis; 1948-1950, St. 
Louis-Memphis-New Orleans, Kansas 
City-Omaha, Des Moines-Minneapolis ; 
Atlanta-Jacksonville-Miami, and Los 
Angeles-San Francisco. 

Mr. Cowan stated that these routes are 
subject to review just prior to construc- 
tion. Requirements of the armed forces, 
general business conditions, the volume 
and distribution of long-distance tele- 
phone messages, the availability of cables 
and equipment, and other factors may 
modify the extent of this construction. 


* * * * 


ELEVISION is not going to be a poor 
man’s entertainment any time soon 
after the war, the Federal Communica- 
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tions Commission was told recently, and 
the chances are that only cities of half 
a million or more residents will be able 
to support a television broadcast station. 

Lewis Allen Weiss, official of the Don 
Lee radio chain in California and direc- 
tor of a “video” station in Los Angeles, 
said television is a luxury product very 
expensive to maintain, and predicted that 
for a long time to come it will be limited 
to service in metropolitan areas. He based 
his estimate of the 500,000 population 
necessary to support a station on eco- 
nomic factors. He said that probably only 
10 per cent of the people in any such 
community would be in a financial posi- 
tion to buy a television receiver, and that 
a certain percentage of purchasers would 
find their homes situated in areas where 
reception would be unsatisfactory. 

Mr. Weiss, whose own station has been 
broadcasting “video” programs for fif- 
teen years, urged immediate postwar ex- 
pansion of television in the present chan- 
nels and upon the present standards set 
by the FCC. Though it will probably be 
several years before a station, even in a 
large market area, becomes self-sustain- 
ing, he said there are psychological rea- 
sons why such broadcasting should pro- 
ceed at once. He said the public has 
heard much possibly fanciful detail about 
television, and that there is now a “peak 
. interest” which should be met, not 
ost. 

With his testimony, battle lines were 
drawn for the most extensive fight cur- 
rently facing the radio industry. 

Mr. Weiss also represented a group 
known as Television Broadcasters’ As- 
sociation which opposes any drastic 
change in present television standards 
and broadcast frequencies. 


kK the FCC had heard from 
spokesmen for the Columbia Broad- 
casting System, which recommends 
shifting this type of radio service to ultra 
high frequencies where only experimen- 
tal broadcasting has hitherto been done, 
and which provides room for much wider 
channels than those now in use. 

Dr. Peter C. Goldmark, chief tele- 
vision engineer for CBS, presented con- 
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siderable engineering testimony to sup- 
port the demand for higher standards 
and frequencies. Pushing the broadcast 
frequencies far upward, he said, will 
offer high-definition pictures much su- 
perior to the images now transmitted. 
Mr. Weiss also stated that present trans- 
mission does not produce pictures that 
match present motion pictures for clarity 
and detail. 

CBS is also advocating that colors be 
used instead of the black and white to 
which television broadcasting is now con- 
fined, but this again means higher stand- 
ards and more exacting special equip- 
ment. 

Dr. Goldmark said it would be possi- 
ble to broadcast pictures and sound on 
the same transmitter at the high frequen- 
cies, instead of two separate transmitters, 
as is now the practice, and said there 
would be less difficulty with noise inter- 
fering in the signal. 

In response to questions by Chairman 
James Lawrence Fly and Charles R. 
Denny, Jr., FCC counsel, Mr. Weiss said 
technical broadcasting expenses alone, 
exclusive of talent, ran to $150 per hour 
for his station. These may be larger after 
the war, he added, since “craft unions 
which have been set up in the motion pic- 
ture business have already asserted their 
readiness to insert themselves into tele- 
vision.” 

He said there were 23 of the craft 
unions involved. 

While there may be some advertisers 
who will buy television programs at once, 
he declared they would be drawn in be- 
cause of the novelty. But sound economic 
support for television will have to be 
based upon a steady audience, and he 
said this may take several years. 

There was some conflict in technical 
testimony. Dr. Goldmark maintained that 
there would be no appreciable difference 
in construction costs of television re- 
ceivers if the television channels were 
placed far up in the spectrum. But G. R. 
Town, director of engineering research 
for the Stromberg-Carlson Company, 
said a shift upward in television chan- 
nels would double the cost of manufac- 
turing the receiver. 
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American ©& Foreign Power 
Company, Inc. 
(Series of holding company reviews.) 


MERICAN & ForEIGN PowER Com- 
PANY, subsidiary of Electric Bond 
and Share, was incorporated in 1923, ac- 
quiring properties in Cuba. In 1927, 
control of South American Power Com- 
pany was taken over from Electric Bond 
and Share in exchange for 364,175 
shares of second preferred stock and 
1,456,700 warrants. Various other Latin 
American properties were acquired in 
the next few years, largely from British 
interests. This process of system build- 
ing largely ended in 1930. 

The parent company now has total as- 
sets carried at about $514,000,000, while 
the consolidated balance sheet indicates a 
net plant value (including franchises, 
etc.) of some $604,000,000, not includ- 
ing Chinese subsidiaries now under Japa- 
nese control. At the end of 1943 the 
company’s capitalization was as follows: 


Subsidiaries 
Dollar obligations 
Foreign currency obligations 
Preferred stocks and arrears 
Minority interest 


Parent Company 
5% debentures due 2030 
Debt to Electric Bond & Share 


and 
Comment 


By OWEN ELY 


It appears rather obvious that, includ- 
ing the large claims for arrears ($73.68 
per share on the $7 preferred, $63.15 on 
the $6 preferred, and $92.75 on the sec- 
ond preferred), the preferred stock 
claims in liquidation would (if fully rec- 
ognized) make the common stock and 
warrants worthless. Since senior obliga- 
tions plus the claims of the first pre- 
ferred stock total some $334,000,000, the 
remaining book value of assets is also in- 
sufficient to cover the claims of the sec- 
ond preferred stock by about $167,000,- 
000. 


However, it is possible that in any re- 
capitalization plan formulated and/or ap- 
proved by the SEC, the public holdings 
of system securities might be treated on 
a different basis than those held by Elec- 
tric Bond and Share. In permitting the 
readjustment of the $35,000,000 debt to 
Electric Bond and Share, the SEC re- 
served the right to study the “rank or 
status” of the debt in connection with 
any future recapitalization. 


Per Cent Held by 
Electric Bond 


78%* 


Amount 
(Millions) 


First preferred stocks ($100 a share plus arrears) 
Second preferred stock ($100 a share plus arrears) 


Common (2,192,368 shs.) 
Option warrants (6,533,095) 


* Electric Bond owns 25 per cent of $79,309,523 Cuban Electric Company debentures, but the 
balance of this issue is held by American & Foreign Power and a subsidiary. 

** Reduced from $35,000,000 in January, 1944. The amount is due $3,000,000 each in the next 
four years and $18,000,000 in 1949, subject to certain conditions imposed by an SEC order. 
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AMERICAN & FOREIGN POWER COMPANY, INC. 


TERRITORY SERVED By OPERATING SUBSIDIARIES 


(Property in China is in territory now under Japanese control) 





ear TED STATES af 


ATLANTIC 


OCEAW 


PACIFIC 
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INDIAN 


@ Areas in which service 
OCEAN is rendered 
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e 


Consol. Sh. 


Earn. 


Parent Co. 
Sh. Earn. 


Dividends Paid Approx. Price Range 





os (to date) . 
$7. 45 

7.02 

3.89 

3.13 

2.72 

2.58 

4.00 


28.99 


HE SEC has no authority to regu- 

late the operations of the foreign op- 
erating subsidiaries of American & For- 
eign Power, but is studying the ques- 
tion of recapitalization of the holding 
company itself and its relations with 
Electric Bond and Share. 

While the utilities division has doubt- 
less given the matter considerable study, 
formal hearings have not yet been initi- 
ated and it appears unlikely that this 
will occur until the recapitalization plan 
has been considered by Electric Bond 
and/or the commission staff. 

On October 26th, American & For- 
eign, joined by Electric Bond and Share, 
filed with the Securities and Exchange 
Commission a plan of recapitalization un- 
der which American’s capital structure 
will consist only of debentures and com- 
mon stock. Instead of the present capi- 
talization of serial notes, debentures, 
preferred stock, second preferred stock, 
common stock, and option warrants to 
buy common, American will have out- 
standing $119,281,200 of 5 per cent de- 
bentures and 2,500,000 shares of common 
stock without par value. 

Under the plan, security holders other 
than Bond and Share will own $112,- 
912,500 of American debentures, $15,- 
728,355 of cash, and 602,307 shares, or 
24.1 per cent, of the new common stock. 
Bond and Share, American’s largest se- 
curity holder with approximately $280,- 
000,000 invested, will have $6,368,700 of 
debentures, $1,592,210 in cash, and 1,- 
897,693, or 75.9 per cent, of the new 
‘American common. It was stated that 
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“30 $5. 07 

16 2.10 
D.89 
D1.14 
D1.28 
D1.32 
D.85 


5.84 


z 


88-46 26- ; 
49-19 
28-15 
28-11 
31-12 


1.75 
1.40 


109-102 103-86 


the new common stock equity will rep- 
resent more than $329,000,000 of cash 
paid into American’s treasury, of which 
$262,700,000, or 80 per cent, was fur- 
nished by Bond and Share. 

The present 5 per cent debentures of 
American will remain undisturbed, and 
all other securities will be exchanged for 
new securities. The present $6 and $7 
preferred stocks are to be exchanged for 
new debentures, cash, and new common 
stock in full settlement of all existing 
rights. The 1,311,138 shares of out- 
standing common stock, held by others 
than Bond and Share, will be exchanged 
for new common on the basis of one new 
share for each 50 shares of the outstand- 
ing common. 

It was set forth that under the pro- 
posed recapitalization, latest consolidated 
income for the common stock would have 
been $3.36 a share, 


+ 
Water Company Stocks 


f Your great majority of water services 
are controlled by municipalities or 
by the large electric-gas holding com- 


panies. Only a handful of water service 
company stocks— about fifteen — are 
traded in, and only about eight of these 
are regularly quoted. (See accompanying 
table.) A number of water company 
stocks enjoy investment status and are 
rather closely held, with resulting poor 
markets. This is particularly true in 
the New England area, as illustrated by 
Torrington Water. Because such a large 
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proportion of these stocks seldom 
changes hands, trading interest in them 
has dwindled, and only one or two 
firms such as Cohu & Torrey are now in- 
terested in maintaining markets in these 
stocks. 

There are several holding companies 
which have made a specialty of water 
company holdings. American Water 
Works, controlling a large number of 
water companies in twenty-one states and 
Cuba (with an estimated population 
served of 3,134,000), is the largest of 
these holding companies, but only about 
one-fifth of the system revenues are de- 
rived from water. About 40 per cent of 
the water service business is controlled 
through Community Water Service 
Company, a holding company with 
a number of operating subsidiaries 
serving consumers in over 110 com- 
munities, located in eleven states. 
Working control of the company was ac- 
quired in 1936 by purchase of a majority 
of the preferred stock of Community 
which carries voting rights because of 
omission of dividends since 1932. Short- 
ly after control was obtained an inter- 
mediate holding company, American 
Communities Company, was created, 
taking over the preferred stock held by 
Water Works and the common held by 
the Chemical Bank. The SEC order is- 


sued in 1937, which passed favorably on 
the major points of Americar: Water 
Work’s integration plan, suggested 
elimination of American Communities 
Company and recapitalization of Com- 
munity Water Service Company, but no 
plan has been worked out as yet. De- 
spite large arrears, the stock sells at 
about 4.3 times 1943 earnings. 


EDERAL WATER & Gas (formerly 

Federal Water Service Corporation) 
furnishes water to about 137 communi- 
ties in nine states, and through noncon- 
solidated facilities to 197 communities in 
New York and Pennsylvania. However, 
so far as the consolidated income ac- 
count indicates, water revenues are only 
about 16 per cent of the total gross. The 
company has been ordered to divest it- 
self of its water interests, but this is a 
slow process, since some of the subsid- 
iaries must be recapitalized. The com- 
pany has been negotiating recently 
regarding the sale of two important sub- 
sidiaries, Ohio Water Service and West 
Virginia Water Service. 

General Water, Gas & Electric (con- 
trolled by International Utilities Cor- 
poration) is a smaller system, but water 
revenues constitute about 70 per cent of 
its total income. Its water subsidiaries 
serve 24 communities in eight states. 


e 


WATER COMPANY STOCKS 


Holding Companies 
American Water Works & Elec. ........ 
Federal Water & Gas 
General Water, Gas & Elec. ............. 
Community Water Ser. pfd. ........... 
Northeastern Water Co. ...........0000. 
Operating Companies 
Elizabethtown Water Consol. .......... 
Indianapolis Water A 
Jamaica Water Supply 
Middlesex Water 
Ohio Water Service A 
Philadelphia Sub. Water 
Plainfield Union Water 
Torrington Water 
Hackensack Water 


* 1942 


Price 
About Div. Rate About 


1943 
Share Price-earn. 
Earn. Ratio 


1943 Yield 


9 Lees Sates $ .75 
14 $ .85 6.1% 1.89 
13 sae tg 1.41 

10.24 
10 3.26 


* 
* 


8.29 

97 
2.77 
2.33 
3.58 
52 
21 
64 
06 


* 


rN, PON, HA 
Sesssesss 

on 
PUADPONMNPN 2 
SNNbviniobiy +t: 


** Initial dividend on new stock of 25 cents a share paid May 1, 1944, 
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Dividends on the common stock were 
paid during 1935-42, but nothing was 
paid in 1943 despite improvement in the 
parent company’s earnings. 

Northeastern Water Company is a 
merger of Northeastern Water & Elec- 
tric Corporation (formerly controlled by 
the Associated Gas system) with Dela- 
ware Valley Utilities Company and 
Union Water Service Company in 1943. 
The company serves 101 communities in 
ten states. J. H. Ware, Jr., chairman of 
the company, is understood to have a 
controlling interest, purchased last year. 

In the operating company list, Ohio 
Water Service A stock has a high yield 
(over 10 per cent) because of the liberal 
payment to the holding company in 1943, 
which was substantially in excess of 
earnings. Moreover, the company has a 
substantial amount of industrial business 
which has been stimulated by the war 
and which might show a recession in the 
postwar period, 

It is difficult to generalize regarding 
the water company stocks. So far as a 
trend is discernible, they have been ad- 
vancing in recent months and are cur- 
rently around their best levels of recent 
years. 

* 


Buffalo, Niagara © Eastern 


Power Reorganization Plans 


Peco Niagara Hudson Power Cor- 
poration’s plan of reorganization, 
which was submitted to the public service 
commission of New York state in June, 
1943, was stalemated by the commission’s 
ruling that the system depreciation re- 
serve should be increased by approxi- 
mately $65,000,000, to conform to a ret- 
roactive straight-line basis. The question 
was carried to the courts and no deci- 
sion has been reached. In the meantime, 
however, Niagara Hudson has proceeded 
with some of its system-refunding plans, 
instead of awaiting consummation of the 
system merger and recapitalization. 

An important segment of the Niagara 
Hudson system—with nearly half of 
gross revenues—is controlled through a 
subholding company, Buffalo, Niagara 
& Eastern Power Corporation. This 


NOV. 9, 1944 


company has first and second preferred, 
class A, and common stock issues, the 
two latter being held by Niagara Hudson 
Power. No dividends have been paid on 
the class A and common since 1937, and 
dividends on the two preferred stocks 
were also discontinued about the middle 
of 1942—not for lack of earning power, 
but due to difficulties arising from the 
proposed adjustment of subsidiary plant 
accounts. Certain holders of the $1.60 
(second) preferred stock, of which 2,- 
096,725 shares are outstanding, some- 
time ago petitioned the SEC for a sepa- 
rate merger-reorganization of the sub- 
holding company system; and on June 
20th a partial recapitalization of BN&E 
was ordered by the SEC, This called 
for substitution of a single class of new 
common stock for the outstanding $1.60 
preferred, class A, and common stocks. 
While the commission indicated that 
there was little reason for the subhold- 
ing company’s existence, it did not or- 
der its dissolution, terming the recapi- 
talization an initial move toward com- 
pliance with § 11. 

The immediate problem is, therefore, 
to develop a formula for apportionment 
of the new common stock between the 
public holders of the $1.60 preferred, and 
Niagara Hudson Power as sole owner 
of tne class A and common stocks. On 
October 3rd separate plans were filed 
with the SEC by Niagara Hudson and 
BN&E, similar in broad outline except 
for the allocation of the new common 
stock. BN&E would allocate only 9 per 
cent of this stock to Niagara Hudson 
Power (the balance going to the $1.60 
preferred), while Niagara Hudson un- 
der its own plan would acquire 35 per 
cent. The first preferred stock would be 
refunded by a new 4 per cent issue, and 
certain subsidiaries would be merged 
with the holding company. While first 
preferred stockholders would receive 
their arrears in cash, nothing would be 
paid to holders of the second preferred 
(on which arrears will amount to $4 at 
the end of this year), except for divi- 
dends accruing from January 1, 1945, to 
the date of consummation of the plan. 
(BN&E proposal). 
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Construction Costs Continue 


To Climb 


cs American Appraisal Company 
construction cost indexes and graph, 
reproduced herewith from the company’s 
service bulletin, indicates that the gov- 
ernment’s anti- inflation program has ap- 


parently been unsuccessful in this par- 
ticular segment of our economy. How- 
ever, the rate of advance in the index has 
been slower since OPA controls became 
effective than in the preceding war years. 
If the present rate of advance continues, 
costs would again reach their 1920 peak 
some time in 1946, 





The American Appraisal Company Construction Cost Indexes and Graph 


Cost Indexes of Average Construction and Representative Items of Material and Labor 
The National Average Construction Index is based on four 
and Steel— in thirty representative cities, 


of buildings — Frame, Brick, Concrete, 





Prewar 
Normal 
1926 
NATIONAL AVERAGE .oscccccscccseccee 217 
Twenty-two Typical Cities 
n 


Baltimore .. 
Philadelphia 
Pittsburgh . 
Cincinnati .. 
Cleveland .. 
hicago 
Indianapolis 
Detroit 
Milwaukee ... 
Minneapolis 
Kansas _ 
St. Louis . 


New ‘Orleans ° 
Denver 

Seattle 

San Francisco 
Los Angeles 


Dapenee 


23 
240 





These indexes are based on fy for 1913, and average cost under normal conditions with no ice for 
ertime premiums for special conditions. The indexes reflect the cost trend in coon Fy Dat ~4 not 
ae - indicate the relative trend between cities. 














From the American Appraisal Company bulletin. 
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Wickard Stumps West for REA 


ECRETARY of Agriculture Claude R. 

Wickard, during recent weeks, has 
made a number of appearances in various 
middle western and southwestern cities 
on a so-called “nonpolitical” speech-mak- 
ing tour advocating the expansion of 
REA activities. The “nonpolitical” 
character of Secretary Wickard’s REA 
speeches was emphasized to distinguish 
them from a series of speeches he was 
later scheduled to make of an avowedly 
“political” character to help the admin- 
istration during the recent presidential 
campaign. 

Wickard actually opened his series of 
speeches on behalf of REA at a quar- 
terly meeting of the Wisconsin Electric 
Cooperatives in Neillsville, Wisconsin,on 
September 28th. After outlining accom- 
plishments of REA and calling attention 
to the fact that more than 800 coépera- 
tives are now providing seryice to more 
than 1,000,000 farm homes, the Secre- 
tary emphasized the importance of area 
coverage in postwar planning and the 
need of authority from Congress to say 
that loan funds will be advanced just as 
rapidly as construction can go forward. 
Secretary Wickard said: 

A big step has already been made in this 
direction by the recent enactment of an im- 
portant agricultural measure known as the 
Pace Bill. This bill contains authorization 
for annual appropriations or extension of 
borrowing power in any amount needed to 
fulfill REA needs as.Congress sees them. 
In that respect I should like to repeat what 
Senator Russell, chairman of the Senate 
Agricultural Appropriation subcommittee, 
said to me last week when we were talk- 
ing over some of these matters. He said: 
“Claude, you know that Congress has never 


needed to build REA lines.” And the rec- 
ord most certainly bears out his statement. 
The Congress has never failed to provide all 


However, completely to reassure farm 
people and public service commissions of 
the ability of REA to obtain the funds nec- 
essary to carry out a comprehensive pro- 
gram that will provide service for all, I 
have suggested an amendment to the Lucas 
Bill. As some of you know, the Rural Elec- 
trification Administration has drawn up a 3- 
year postwar construction program -that 
will involve a total expenditure of approxi- 
mately $585,000,000. It was my suggestion 
to Senator Lucas that he amend his bill in 
such a way as to give REA authority to 
make commitments for construction over a 
3-year period in the sum of $585,000,000. 
Senator Lucas has accepted this sugges- 
tion... 

In the postwar period, as we shift our 
economy from a war to peacetime basis, the 
employment and industrial demand which 
will be created by a wide extension of ru- 
ral electrification may be equally as im- 
portant as benefits accruing directly to agri- 
culture. As a matter of fact, I know of no 
other program—self-liquidating as the REA 
program is, or otherwise—which can offer 
greater possibility for quickly stimulating 
postwar employment and industrial de- 
mand... 

Rural electrification helps farmers be 
more efficient and therefore more prosper- 
ous, At the same time it creates jobs for 
city people, which also means better prices 
for farm products. This interdependence is 
one of the reasons why we have made an ex- 
panded rural electrification program a vital 
part of our postwar planning activities. 

This expanded REA program is a mighty 
challenge to the farm people of the nation 
and to the codperative movement. If that 
challenge is accepted and the completion of 
the rural electrification job goes forward 
with dispatch and efficiency, you will earn the 
gratitude of agriculture, labor, and industry. 
The accomplishment will be unique in the 
whole history of the codperative movement. 


—— Secretary Wickard 
: ] spoke in Louisville, Kansas City, 
failed to give you whatever funds you and Oklahoma City. He developed prac- 


tically the same message, stressing the 
idea that no one should be permitted 


the funds necessary for REA construction. to build electric power lines for “cream 
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skimming of profits.” In his Louisville 
address before the Kentucky Rural Elec- 
tric Cooperative Corporation on Oc- 
tober 9th, Secretary Wickard stated: 

It is well known that surveys are being 
made by utilities for the purpose of erecting 
lines in lucrative territories. I know very 
well how happy the farm people in these ter- 
ritories are because of their long desire for 
central station service. 

But I also know that those farm families 
are too neighborly and too unselfish to do 
anything which would deprive others of the 
advantages which they want and need them- 
selves. 

But unless you and I and everyone inter- 
ested in the welfare of rural people present 
the real situation to them they will never 
realize that their obtaining of electricity may 
be at the cost of denying someone else the 
same privilege. 


Three principles must guide future, 
particularly postwar, Rural Electrifica- 
tion Administration policy, the Secretary 
declared. He cited them as follows: 


1. Rural homes need electricity as 
much, if not more, than city homes to 
provide a decent living standard and 
for efficient farming. 

2. Furnishing of electricity to rural 
patrons should be looked on as an op- 
portunity for service rather than as a 
means for making a profit. 

3. REA codperatives offer the best 
means of getting electric service to a 
maximum number of rural people at 
the earliest date because REA coéper- 
atives, the same as all true codper- 
atives, are organized for service and 
not for profits. 


Postwar employment and industrial 
demand which will be created by a wide 
extension of rural electrification may be 
almost as important as benefits accruing 
directly to agriculture, Wickard de- 
clared. 

He said that it is estimated that rural 
electrification projects costing $585,000,- 
000 would provide more than 600,000 
man-years of work and that construction 
would be carried on in practically all of 
the 2,300 counties now served by REA- 
financed systems and in additional coun- 
ties where new systems may be con- 
structed. 


HE Agriculture Secretary’s remarks 

were taken in some quarters as 
being the possible forerunner of an REA 
drive to eliminate the present statutory 
restriction in the Rural Electrification 
Act which more or less requires REA 
co-ops to confine their operations to 
“creamless” territory and assumes that 
private utilities will take care of the elec- 
tric utility business in the more populous 
community. This is the statutory restric- 
tion against REA loans for operations 
in communities of more than 1,500. 

The Secretary of Agriculture did not 
explain just why his remarks seemed 
to depart from the implied intent of Con- 
gress under the existing law to make 
REA activities supplemental to estab- 
lished public utility service, bringing 
power to rural areas which could not 
profitably be served by private com- 
panies. 





Truman Pledges New Deal Aid to Missouri 
Valley Authority 


| hago Roosevelt was pledged by 
Senator Truman, in a campaign 
speech at New Orleans on October 12th, 
to sponsor the further development of 
water power through a planned system of 
reservoirs and dams and the expansion 
of river transportation. 


The Democratic vice presidential 
nominee told the Mississippi River Flood 
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Control Association that the President’s 
program included the creation of a Mis- 
souri Valley Authority which, he said, 
would bring “new wealth, new opportu- 
nity, and new security to millions of our 
people.” 

“We are hearing much in the present 
political campaign about ‘free enter- 
prise,’ ” he continued. “We are being told 
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by those with little experience and with 
little real knowledge that free enterprise 
is being stamped out by your government 
in Washington,” but added: “This cam- 
paign oratory will not fool the people of 
America,” because “free enterprise” is 
“thriving and healthy” in the area served 
by the Tennessee Valley Authority, 
where, he said, “both big and little busi- 
ness” are “booming.” 

The address, his second of the day, 
was the last of what he called “nonpo- 
litical” speeches before his scheduled de- 
parture for the first major “political” ad- 
dress at Los Angeles October 16th on a 
7,500-mile transcontinental campaign 
tour that was to carry him to New York 
for a Madison Square Garden appear- 
ance October 31st. 


Aan saying that machinery to carry 
out flood-control plans “must be 
ready when hostilities cease,’ and that 
“we no longer can afford to send a boy 
on a man’s errand,’ Mr. Truman de- 
parted from his prepared speech to as- 


sert: “And don’t forget that on Novem- 
ber 7th, either.” 

With “the greatest age in history ap- 
proaching,” he added that he believed 
that “Almighty God intends that we 
should assume the leadership which He 
intended us to assume in 1920 and which 
we refused to assume.” 

In an earlier radio address beamed to 
Mississippi valley states, he asked for 
“fighting support” of Mr. Roosevelt’s 
flood-control policies, saying, ““We must 
not leave the job half done.” 

“I want to see every farmer and city 
dweller safe from the ravages of flood, 
and I want to see them happy and pros- 
perous in the enjoyment of conveniences 
and labor-saving devices made possible 
by cheap and abundant power,” he said. 

These things can be accomplished “if 
we have the determination and vision to 
act boldly and fast,” he continued, add- 
ing: “This administration has demon- 
strated that it has that kind of determina- 
tion and vision. Its efforts are worthy of 
fighting support. We must not leave the 
job half done.” 
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Taking the same theme at the associa- 
tion meeting, he declared that the Roose- 
velt administration, recognizing water as 
“the most valuable of natural resources,” 
would not cease “to fight for the continu- 
ation of policies which for the first time 
in our country’s history have been de- 
signed to bring the greatest good to the 
greatest many.” 

Differences in the Missouri. valley 
over water control, he added, are “now 
being reconciled” as they previously were 
reconciled in the Tennessee river area— 
“not by sacrifice of the American system 
of free enterprise—not by the creation 
of a Wall Street-dominated private 
monopoly—but by the ability of Ameri- 
cans to intelligently determine their com- 
mon needs and to carry out plans to ful- 
fill them.” 

“This administration will not let the 
progress in river transportation sub- 
side,” Mr. Truman said, and in postwar 
years the benefits of inland waterways 
“will be made available to farmers, to 
miners, to industrial plants, and to con- 
sumers of all products which lend them- 
selves to water shipment.” 


1THOUT TVA and other “great 

power projects so bitterly attacked 
by the utility interests as socialistic 
schemes of the New Dealers to ruin pri- 
vate industry,” he asserted, “we would 
not have had sufficient power to make the 
aluminum for the planes that are now 
hurling destruction upon the Germans 
and the Japs.” 

Other power projects that have been 
planned “must be put into execution,” 
Mr. Truman continued. “Plans for still 
others should be initiated now. Your 
government is working on all this right 
now so that when hostilities cease, we can 
act quickly.” 

Saying reservoirs which serve only the 
one purpose of preventing floods usually 
involve “prohibitive costs,” but may 
prove “great bargains” when the waters 
they impound are used for power, navi- 
gation, and soil conservation, Mr. Tru- 
man added: 


We were fortunate to have a President 
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IT’S A JOB FOR THE AUTHORITIES—NOT THE PHONE COMPANY 


with the vision and courage to back the cre- 
ation of the Tennessee Valley Authority. 
Floods are now under control in the Ten- 
nessee valley, and that helps the whole Mis- 
sissippi valley. If we could do the same 
thing in the Missouri and several of the 
other great rivers, the problem of flood 
control would be on its way toward a per- 
manent solution. 


Meanwhile, the Flood Control Asso- 


gress to provide funds to maintain ade- - 
quate flood-control works, but opposing 
what it called “regional valley authori- 
ties.” The association said: 

We reaffirm our undeviating opposition to 
the creation cr extension of so-called re- 
gional or valley authorities which are vo- 
ciferously supported by small majorities 
seeking to radically change important fun- 
damental principles of our democratic gov- 


ciation adopted resolutions urging Con- _—_ ernment. 
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The association declared that there 
was a “lack of codrdination” between 
such authorities and the Federal gov- 
ernment. Another resolution opposed 


amendment to the Flood Control Bill to 
remove supervision of rivers from the 
Federal government and give veto power 
on proposed projects of. the states. 





Electrical Wholesalers Consider Veterans’ 
Reémployment Program 


N outline fora veterans’ reémploy- 

ment program was recently submit- 
ted to the members of the National Elec- 
trical Wholesalers Association as an out- 
growth of discussion on the subject which 
was held at the conference of the Inter- 
national Electrical Leagues in Detroit 
last September. The NEWA program 
is designed to assist the employment of 
returning veterans by the electric indus- 
try in a manner which will surpass and 
overtake any program that might simply 
be part of a general, municipal, or gov- 
ernment plan. Four steps are outlined: 

1. We must develop local industry co- 

Operation. 

2. We must create interest in the plan in 
the minds of those seeking new jobs. 

3. We must arrange for the equitable dis- 
tribution throughout the electrical industry 
of applicants for employment. 

4. We should exchange information and 
data between local activities to bring about 
national results. 


Under the first heading the NEWA 
program suggests that meetings by prin- 
cipals of all establishments in the electric 
industry should be held, to determine em- 
ployment demands which the future will 
make on the industry and to devise ways 
and means for paying the cost through 
a sustaining program. Such a sustaining 
program would be one in which various 
branches of the electric industry con- 
tribute a percentage of the estimated cost 
and the local power company contributes 
an additional amount to equal the esti- 
mated cost of the program, 

Under the heading of creation of inter- 
est in electric industry employment, the 
NEWA observes that the industry will 
need men for all of its various divisions, 
such as appliance repairmen, salesmen, 
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motor, elevator, and oil burner repair- 
men, electricians, clerical and store help- 
ers, power company personnel, etc. To 
recruit the best employees it is necessary 
to bring before prospective employees 
(civilians and veterans) the many ad- 
vantages to be found through employ- 
ment in the electric industry. 


T was suggested that the first phase to 
create interest might be the use of a 
display card in every possible electric 
dealer shop, store, and office location ; and 
wherever possible in the USO, draft 
board, ration board, veterans’ hospital, 
and personnel offices in the local area. 
This display card, briefly calling attention 
to the advantages offered by the electric 
industry, would suggest that the reader 
ask for a booklet describing further op- 
portunities within that field. This booklet 
would outline the industry’s war effort 
accomplishments, contain pictures of 
stores and shops, scenes of actual elec- 
tric appliance repair, construction, and 
maintenance work being done by electri- 
cians and power company operators, and 
so forth. 

Presuming that a certain amount of 
desire to find employment within the in- 
dustry will be thus created, this brochure 
would be accompanied by a return post- 
card on which prospective employees 
would be urged to request an individual 
application. Such application in turn 
would be sent with a letter asking the 
applicant to complete the form and re- 
turn it for a personal interview. This be- 
comes part of an employee file after a 
personal interview has been had with the 
applicant. 

Much better results, it is said, would 
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be obtained if the local league or some 
central clearing house handles all inter- 
views. As soon as this matching of 
abilities and requirements has been made, 
the prospective employee will be given 
letters of introduction to several estab- 
lishments needing his services. 

In addition to the display cards and 
booklets, the NEWA’s program suggests 
that a wider local interest would be cre- 
ated by classified newspaper advertise- 
ments, radio spots, streetcar cards, etc. 
This would be necessary if the industry 
is to get the thousands of applications 
which will be necessary to take in enough 
top quality men into the industry within 
two years, 

Also suggested is a periodical bulletin 
listing applications for jobs. This might 
be especially valuable to fitting applicants 
in an out of the way place in a job in an 
equally out of the way place. For 
equitable distribution of applicants the 
NEWA program states in part: 

As another essential to the success of the 


program, it is necessary that each partici- 
pating principal furnish the central clearing 


office with a list of the number of employees 
that he is in need of, this list to be divided 
into skills and further indicate the hours of 
work and special requirements for each par- 
ticular job. Upon receipt of these lists 
they will be broken down into card form 
within the particular skills common to the 
industry, forming a file which will be used 
in matching the skills of the applicants. In 
this way, each prospective employer will be 
assured the type of help best suited to its 
need ; and, furthermore, avoid putting round 
pegs into square holes, a thing which is very 
common unless the applicants are screened, 
and the skills are matched before giving the 
prospective employee a letter of introduc- 
tion. All participating member firms will 
receive the form asking them for their list 
of help wanted at the same time. Requests 
for help will be filled in order of their 
receipt. 


HE NEWA finally suggests that the 

local leagues may interchange data 
with other areas so as to formulate 
through such exchange a national pro- 
gram enabling an applicant in one section 
to find employment in his chosen locality. 
This might involve some compensation or 
reciprocal arrangement between clearing 
houses to equalize the participation 
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costs for so-called “foreign placements.” 

In conclusion the report states that the 
electric industry is at present seriously 
undermanned and that a large number of 
servicemen and civilians will be avail- 
able within a reasonable length of time 
as a result of the end of the German 


war and expected cutbacks in war pro- 
duction. 

With these known facts it is sub- 
mitted that the industry should seize its 
opportunity to dramatize its advantages 
so as to attract the better type of men and 
women who are seeking new connections. 





Speed on Public Postwar Projects Urged 


UBLIC utility projects other than 
water, sanitation, and bridge devel- 
opments do not rank very high in the 
list of postwar state and local projects 
so far reported by the Federal Works 
Agency to the House Committee on Post- 
war Economic Policy and Planning. In 
fact, they do not even rate a classification 
of their own, according to an analysis re- 
cently made public by H. E. Foreman, 
managing director of the Associated Gen- 
eral Contractors of America, the trade 
association of leading construction firms. 
Mr. Foreman’s announcement called 
for the expedition of plans for postwar 
public projects by state and local govern- 
ments, if they are to have any particu- 
lar effect on employment and business 
conditions in the period of transition 
from war to peacetime. 

Results of the survey made by the Fed- 
eral Works Agency for the House Com- 
mittee on Postwar Economic Policy and 
Planning, Mr. Foreman pointed out, 
show that the plans of state and local 
governments in the completed stage to- 


tal $969,858,000, as compared to a to- 
tal of $1,749,242,000 in the design stage, 
$3,701,884,000 in the preliminary stage, 
and $6,297,387,000 in the idea stage. 

“More of these plans need to be 
brought to the completed stage,” he said, 
“because it usually takes longer to bring 
such projects to the start-work stage than 
it does to build them.” 

Local committees for economic devel- 
opment, chambers of commerce, and 
other local groups are developing well- 
planned programs in many communities, 
he stated, “but there is an urgent need for 
the Federal government to establish a 
definite policy with respect to assistance 
to state and local governments in the plan- 
ning and construction of their public 
works, The lack of such a policy is un- 
doubtedly causing local governments to 
delay their planning of needed projects.” 


‘ ot HERE is also a need for a prompt | 

definition by Congress of the 
field of public works after the war,” he 
added, “so that private enterprise could | 


e 


SUMMARY OF ESTIMATED COST OF PUBLIC WORKS BY TYPE OF PROJECT 


(Amounts in Thousands) 


Type of Project 
Highways, roads, and streets 
Bridges, viaducts, and grade separations ... 
Airports, terminals, and landing strips ... 
Sewer, water, and sanitation facilities 
Schools and other educational facilities ... 
Hospitals and health facilities 
Public buildings 
Parks and other recreational facilities 
Miscellaneous public facilities 


Totals 
NOV. 9, 1944 


Completed 


Idea 
Stage 
$1,392,036 


Preliminary 
Stage 
$786,439 
319,989 
151,172 
860,341 
355,783 
176,069 
208,204 
185,149 
658,738 


Design 
Stage 
$351,776 

119,526 


463,406 
218,148 
91,829 
54,090 73,720 
49,577 73,866 
144,276 296,009 


Stage 
$176,243 
92,152 
28,296 
258,079 
110,027 
57,118 


923, ‘472 








$969,858 $1,749,242 $3,701,884 $6,297,387 
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know in which fields it would be free to 
function and in which fields it could ex- 
pect government competition.” 

In an active economy, he explained, 
private construction usually accounts for 
two-thirds of the total construction, and 
private enterprise furnishes the largest 
part of employment. 

Mr. Foreman said the AGC had made 


a careful study of the results of the FWA 
survey, and he released tabulations which 
his organization had made of the data 
to show the need for the completion of 
more plans (page 644). 

The total estimated cost of the proj- 
ects was also broken down according 
to states in the announcement released by 
Mr. Foreman. 





Program Report on 


HE Rural Electrification Adminis- 

tration has announced estimates of 
unelectrified farms, by states, as of July 
1, 1944. On the basis of these estimates, 
as required by the Rural Electrification 
Act of 1936, half of the REA loan funds 
available for the current fiscal year were 
allocated. These earmarked funds to- 
taling $12,500,000 will be reserved for 
loans in the designated states during that 
period. 

REA officials again emphasized the 
fact that no funds will be made available 
on applications which do not comply fully 
with War Production Board regulations. 

The following table shows the alloca- 

tions and the estimates on which they are 
based: 
Allotment 
for Loans 
Central during the 
Station Fiscal 
Electric Year 

Ending 

June 30, 
1945 
$12,500,000 
607,455 
36,778 
634,159 


Farms 
without 


United States 


Alabama 
Arizona 
Arkansas 
California 49,868 
Colorado 96,613 
Connecticut ...... 8,382 
WIOIAWELC. occ cece s% 13,813 
Florida : 148,091 
Georgia .. 510,569 
Idaho . 

Illinois .. 

Indiana 

Iowa 

Kansas 


3,523,839 
171,246 


Rural Electrification 


Kentucky 
Louisiana 
Maine 


191,394 678,926 
439,177 
54,912 
58,796 
16,307 
120,213 
400,313 
863,022 
678,947 


Massachusetts .... 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 

Nebraska 

Nevada 

New Hampshire .. 
New Jersey 

New Mexico 

New York 

North Carolina ... 
North Dakota .... 
Ohio 

Oklahoma 

Oregon 
Pennsylvania 
Rhode Island oy 
South Carolina ... 
South Dakota .... 
Tennessee 


404 
302,433 
229,345 
659,497 

1,020,911 
20,259 
29,024 

414,622 
53,159 
234,765 
254,463 
34,472 


Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 


e i state-by-state allotments do 
not mean that loans in exactly that 
amount will necessarily be made in the 
various states. It simply means that pro- 
portionate funds are being held subject 
to applications from those states for loans 
which may or may not be finally ap- 
proved to the extent of the full amount 
of their respective state quotas. 
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No Outdoor Yule Lights 


CONTINUATION of the volunteer dim-out 

of outdoor Christmas lighting through 
the 1944 season was urged by the War Pro- 
duction Board last month as a fuel-saving 
measure. 

The WPB Office of War Utilities appealed 
to city officials, civic groups, chambers of com- 
merce, merchants, and “citizens generally” to 
dispense with decorative lighting as they did 
in 1942 and 1943 

The WPB made it clear that it was not 
asking for indoor Christmas lighting, in either 
stores or homes, to be eliminated. 


League Approves MVA 


— for the Missouri Valley Authority 
was expressed in a resolution presented to 
the biennial congress of the ‘Codperative 
League in Chicago recently. 

Restoration of the Rural Electrification Ad- 
ministration as an independent Federal agency, 
divorced from the political control of the De- 
partment of Agriculture, was recommended. 

The Codperative League, representing 2,000,- 
000 members of nonprofit associations, was re- 
ported to regard the provision of cheap power 
as vital to improved habitability and prosperity 
of the Missouri valley and other regions, but 
its resolutions also took into account the needs 
of irrigation, reforestation, navigation, and 
flood control. 

It was said to-see in the development of the 
Missouri Valley Authority, as now proposed 
in several bills before both houses of Congress, 
a means of controlling freight rates, encour- 
aging decentralization of industry, and con- 
tributing to full employment in peacetime. 


Okin Loses Fight 


—— Ox1n, Manhattan lawyer and own- 
er of 9,000 shares of common stock of the 
Electric Bond and Share ‘Company, made a 
determined last stand on October 1ith against 
the management of that utility company but 
came off second best as stockholders at their 
annual meeting adopted a resolution voicing 
confidence in the present management. 

The meeting, which was attended by about 
300 stockholders, took on much of the pattern 
of the two preceding years as Mr. Okin hurled 
charges against the management and engaged 
in debate with other share owners who at- 
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tempted to shout him down. His main com- 
plaint was that both the Securities and Ex- 
change Commission and executives of the com- 
pany were aligned against him. 

Recently, the SEC took the unprecedented 
action of barring Mr. Okin from any future 
participation in hearings or proceedings be- 
fore it on the ground that he failed to con- 
duct himself in a befitting manner. Another 
blow was dealt when the SEC obtained an or- 
der from Federal Judge John Bright in New 
York city on the morning of October 11th 
enjoining Mr. Okin from voting any proxies 
he had obtained for the meeting. SEC’s peti- 
tion charged the lawyer with having obtained 
the proxies through “false and misleading” 
statements in a letter to stockholders. 

Mr. Okin’s main argument in his remarks 
to the stockholders was that Bond and Share 
officials were wasting the company’s assets in 
the United Gas recapitalization by agreeing to 
a plan, which has been approved by the SEC, 
whereby the parent concern would accept $44,- 
000,000 in settlement of claims of indebtedness 
against its United Gas subsidiary. 

S. W. Murphy, president of Bond and Share, 
made it clear that the company had no inten- 
tion of going out of business because of the 
Public Utility Holding Company Act. 


Urges ICC Cut Rail Fares 


HESTER Bowes, OPA Administrator, 

called on the Interstate Commerce Com- 
mission on October 16th to reduce a 10 per 
cent increase in railroad passenger fares which 
it granted in January, 1942. The ICC said then 
that the rise would make for “adequate and 
efficient” transportation for the duration of 
the war. 

Mr. Bowles, contending that the railroads 
had “enjoyed enormous war profits for three 
years,” appealed to the ICC to revoke also a 
small rise (now suspended) in freight rates. 
He said the two increases were “highly infla- 
tionary” and “wholly unnecessary for the pur- 
pose for which they were allowed.” 

In a statement which Mr. Bowles said was 
addressed to the ICC both on his own behalf 
and that of Fred M. Vinson, Director of Eco- 
nomic Stabilization, the OPA Director said 
the passenger fare and freight rate increases 
were incompatible with the “policy and direc- 
tive” of the President’s “hold-the-line” order 
issued in April, 1943. 

The railroads provoked the strongly worded 
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statement by petitioning the ICC for a return 
of the 3-to-6 per cent rise in freight rates which 
has been suspended since May, 1943. The roads 
were scheduled to go before the ICC in fur- 
ther hearings on October 23rd, when the Office 
of Price Administration was to voice its op- 
position to continuing the rate increases on 
January 1, 1945, as they are scheduled. 


Cities Service Upheld by SEC 


T= Securities and Exchange Commission 
on October 16th reaffirmed the right of 
the Cities Service Company to retain all of its 
oil business rather than to be confined to a 
single integrated utility system and only a 
small portion of its nonutility business. 

“It is clear in light of the (Public Utility 
Holding Company) statute and our opinion of 
May 5, 1944, that Cities may fully comply with 
§ 11(b) (1) by disposing of its interest in utili- 
ties,” the SEC said. “Moreover, since Cities 
is predominantly an oil company and in any 
event, as we have found, would be unable un- 
der § 11(b)(1) to retain more than one of 
its utility systems, we think that Cities’ de- 
cision to remain in the oil business rather than 
the utility business is appropriate, and in the 
public interest and the interests of investors 
and consumers.” 

The company told the SEC that it did not 
intend to take an appeal from the commission 
order, electing instead “‘to retain its oil, whole- 
sale natural gas, and other nonutility busi- 


nesses intact and without disposing of any 
thereof.” 


Transit Line Sold 


ALE of common stock and notes of the Cin- 

cinnati, Newport & Covington Railway 
Company, a Columbia Gas & Electric subsidi- 
ary, to Charles Allen of New York and Irving 
K. Weil of New Orleans, was announced in 
Cincinnati on October 12th. 

Negotiations for the $1,900,000 deal had 
been in progress more than a year. 

The announcement came from Messrs. Allen, 
Weil, and P. G. Vondersmith, who resigned as 
vice president and general manager of the 
Union Light, Heat & Power Company, also 
— to become president of the 


The railway operates streetcar service con- 
necting Cincinnati with communities in north- 
ern Kentucky. 

Columbia Gas & Electric held 9,750 of the 
10,000 shares of common stock in the company. 


To Aid Electrification 


HE Mexican government will invest $20,- 

000,000 in codperation with private enter- 
prise to electrify Mexico, Economics Minister 
Gustavo P. Serrano announced recently in 
Mexico City. Fifteen years will be required 
to complete the job, which will involve an in- 
vestment of $300,000,000. 


BR 
Alabama 


FPC Receives Application 


HE Federal Power Commission on Octo- 
ber 20th announced its receipt of an ap- 
plication filed under § 7 of the Natural Gas 
Act, as amended, by the Alabama-Tennessee 
Natural Gas Company, a Delaware corpora- 
tion having its principal office in Florence, 
Alabama, for a certificate of public convenience 
and necessity to construct and operate facili- 
ties to make natural gas available to the Rey- 
nolds Metals Company at Listerhill, Alabama, 
Tennessee Valley Authority at Muscle Shoals, 
and the National Utilities Company which 
now serves manufactured gas to the cities of 
Florence, Sheffield, and Tuscumbia, Alabama. 
The applicant’s proposed pipe-line system 
would consist of approximately 66 miles of 
103-inch transmission pipe line originating at 
a point of connection with the pipe line of 
Tennessee Gas & Transmission Company near 
Enville, Tennessee, and extending to the plant 
of Reynolds Metals Company, near Muscle 
Shoals, Alabama. 
The estimated cost of the project is $1,350,- 
186 and the applicant proposes to finance the 
construction through the issuance and sale of 
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securities. The application stated that the “pro- 
posed pipe line will serve natural gas to war 
industries and essential civilian users in the 
area in which it proposes to operate.” These 
industries and consumers are now without 
natural gas and are anxious to obtain its bene- 
fits, the application said. 

The Alabama-Tennessee Natural Gas Com- 
pany was organized, the application stated, for 
the purpose of constructing and operating the 
facilities covered by the application. 


Plans Gas Distribution 


NATURAL gas distribution plant for the 
A city of Sylacauga is being projected by 
the city council of that city as a prime post- 
war enterprise, it was announced recently. The 
proposal has been submitted in detail to city 
officials and first estimates placed the cost at 
approximately $500,000. 

A survey made for the city disclosed a possi- 
ble consumer list of 2,300 meters which will 
provide, at the prevailing Alabama domestic 
rate, earnings to liquidate the cost of the plant 
within a short time. J. W. Goodwin, president 
of the J. W. Goodwin Engineering Company, 
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who was retained by the city to make the 
plans, said that the system was designed to 
use 250,000,000 cubic feet of natural gas per 
annum, The supply will be furnished by the 


Southern Natural Gas Company, which has 
a line to be tapped only 22 miles from Syl- 
acauga. The supply line will be built and owned 
by the city of Sylacauga. 


Arizona 


Plans Rate Cuts 


HE state corporation commission recently 
cited all electric, gas, and water utilities 
in the state of Arizona to show cause on No- 
vember 6th “why their rates should not be re- 
duced during the months of November and 
December in sufficient amounts to eliminate 


excess profits income taxes and appropriately 
distribute said reductions to their respective 
consumers.” 

The order also requires the utilities to esti- 
mate as accurately as possible their earnings 
for the 9-month period ending September 30, 
1944, and report the estimates to the commis- 
sion on or before October 28th. 


Arkansas 


Gets Rural Allocation 


HE Arkansas Power & Light Company 

was allocated territory to extend rural 
electrification lines along the right of way of 
a high-tension power line under construction 
between Lake Village and Pine Bluff—to farm 
families in a certain area in Chico county— 
by the state utilities commission last month. 

The commission withheld its opinion on 
other proposed AP&L extensions in the coun- 
ty until a survey can be made of the territory 
the power company intends to develop, Chair- 
man Marvin Hathcoat said. 

The AP&L’s application for a 14-mile ex- 
tension in the county was opposed by the Ash- 
ley-Chicot-Union Codperative. The codpera- 
tive said it proposed to build lines after present 
restrictions on materials are lifted in the same 
area as that sought by the AP&L. 

The power company contended that farmers, 
across whose lands the larger power line would 
extend, have refused to give up right of way 
unless they are furnished electricity. 

In an effort to forestall postwar rural elét- 
trification plans of the AP&L, the Rural Elec- 
trification Administration was reported to have 
sent its key men to Little Rock for a hurriedly 
called meeting with state electric codperative 
leaders. 

Headed by William J. Neal, deputy REA 
Administrator at St. Louis headquarters, six 
REA. executives reached an agreement with 
the Arkansas State Electric Codperative Cor- 
poration for an REA loan of $18,500,000 to 
service about 55,150 Arkansas farms with elec- 
tricity after the war. 

T. E. Bostick of Augusta, vice president of 
the Arkansas State Electric Codperative, said 
electric co-6ps of the state do not want to take 
over cities and industrial areas from the Ar- 
kansas Power & Light Company but they are 
anxious to do a complete job of rural elec- 
trification without being hampered by AP&L 
“spite lines.” 
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Replying to C. Hamilton Moses, AP&L 
president, who said that Washington bureaus 
would not be allowed to take over the power 
industry in Arkansas without a fight, Mr. 
Bostick said his organization was not seeking 
a fight, but he indicated his group intends to 
stick to its plans. 

Mr. Bostick said the state codperatives’ plan 
to extend lines to 55,000 customers was not 
“too ambitious,” as Mr. Moses had termed it. 
Approximately 173,000 of the state’s 216,674 
farms (the 1940 census figure) are now with- 
out electricity, he said. 

Mr. Moses said “the government’s willing- 
ness to socialize our industries and take over 
our business has influenced the AP&L to ex- 
tend its rural development program in some 
sections below the ‘good business’ line in or- 
der to eliminate the outstanding threat to our 
peace and life.” 


Power Rate Reduced 


A CONTRACT reducing by 13 per cent the rate 
for electricity purchased by North Little 
Rock from the Arkansas Power & Light Com- 
pany was ratified by the city council last 
month. Its effective date was said to be de- 
pendent on signatures of AP&L officials. 

The contract is retroactive to October 1, 
1943, and will be effective through October 1, 
1953, when it will be automatically extended 
for one-year periods until ended by written 
notice from one of the parties. 

Superintendent V. H. Beal of the city elec- 
tric department said the contract was the “fruit 
of a year’s labor.” The amount of the rate re- 
duction has been discussed since the contract 
with AP&L expired last year. 

It was indicated by city officials that as soon 
as possible the saving would be passed on to 
the public through lower electric bills, Mayor 
Neely said the reduction would amount to 
about $18,000 or $19,000 annually for the city. 
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Connecticut 


FPC Vacates Order 


HE Federal Power Commission on Octo- 
ber 20th announced its order vacating its 
order of September Ist suspending the rate 
schedule filed by the Connecticut Power Com- 
pany, New London, providing for the sale of 
electric energy to the Torrington Electric 


Light Company for resale by the latter in 
Torrington and vicinity. 

The commission’s recent order was adopted 
following a field examination by the Federal 
Power Commission staff into matters involved 
in the proposed rate increases, and a confer- 
ence with the Connecticut Public Utilities 
Commission. 


District of Columbia 


Overcharged for Electricity 


HE United States government, largest cus- 

tomer of the Potomac Electric Power 
Company, alleged recently that District tax- 
payers are overcharged for their electric power 
by $2,540,000 a year in a petition asking the 
district court to force the public utilities com- 
mission to revise its rate findings of last July. 
The appeal was filed in district court by Fran- 
cis M. Shea and United States Attorney Ed- 
ward M. Curran for the Public Buildings Ad- 
ministration and the Treasury Procurement 
Division, which allege they provide PEPCO 
with a fourth of its annual gross income or 


$6,000,000, 


The petition stated an application for recon- 


sideration was filed with the commission in 
August but was denied by the District’s rate- 
setting authority. It said the commission had 
committed a number of errors of law in pre- 
venting presentation of evidence by the govern- 
ment, which intervened at the hearings. It was 
also asserted that the commission’s findings 
were based on a wrong basis for the estab- 
lishment of the sliding scale thereby violating 
the commission’s duty to give the company only 
a “just and reasonable return.” The court was 
asked to order correction of these alleged 
errors and to send the case back to the com- 
mission. 

PEPCO has appealed to the court to set 
aside the commission order because reduc- 
tions ordered by the PUC were “too drastic.” 


Illinois 


Study Ordered on Purchase 
Plan 


A*® investigation to determine whether it 
would be advantageous for the city to 
purchase the Chicago Rapid Transit Com- 
pany (elevated lines) and the Chicago Motor 
Coach Company was ordered last month by 
the city council. 

The study will be made by the local trans- 
portation committee, headed by Alderman 
Quinn, who introduced the resolution. His 
committee will learn the price the companies 
would ask for their business, the price the city 
could pay, and other factors. 

Quinn said statements for 1943 showed the 


two transportation systems collected 250,000,- 
000 fares, 

“It is time something was done about the 
transportation systems in Chicago, which have 
been in a muddle for years,” he said. “Maybe 
municipal ownership and operation is the an- 
swer.” 

Mayor Kelly said he was in favor of the 
study. All agreed that the systems should not 
be purchased before the proposal is examined. 

Quinn’s resolution followed the recent col- 
lapse of negotiations through which the city 
hoped to acquire the surface lines. The street- 
car company would not be a good investment 
for the city, Quinn said. Seventy per cent of 
the rolling stock is at least thirty years old, 
he observed. 


Indiana 


Suit Halts Trolley Hearing 


aa delaying action, this time a Marion 


County Circuit Court suit, has been 
started by Indianapolis Railways, Inc., in its 
efforts to end a state public service commis- 
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sion investigation of the utility’s financial 
structure and fare schedule, 

Attorneys for the company have filed suit 
before Judge Earl R. Cox, in Marion County 
Circuit Court, seeking a declaratory judgment 
to disqualify Hugh W. Abbett, chairman of 
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the commission, from further participation in 
the rate case. The suit contains allegations 
similar to those in a motion to dismiss the 
proceedings which was overruled recently by 
the commission. 

The year-old rate case has been delayed from 
time to time by various motions filed by the 
company. Commission members were expected 
to set a date for resumption of the hearings. 
It was considered likely that a new date would 
not be set until the circuit court case is de- 
cided. The commission has completed its evi- 
dence and utility witnesses will be heard when 
the case is resumed. 

In the circuit court suit, the streetcar com- 


pany alleges that Mr. Abbett is not qualified to 
serve as a hearing member because he testified 
for the commission in the early stages of the 
investigation. At that time Mr. Abbett was 
chief engineer for the commission. 

Announcement was made later that the state 
commission would resist the suit brought by 
Indianapolis Railways. After conferring with 
the attorney general’s office, William F. 
Dudine, public counsellor, said the first step 
would be to file a motion for the commission 
to intervene as a commission. The suit brought 
by the utility was against individual members 
of the commission, and not the commission as 
such. 


Kansas 


Municipal “Tax” Approved 


i. which would provide that debt-free 
municipal utilities contribute at least 3 
per cent of gross earnings for governmental 
purposes other than utility operation was ap- 
proved recently by the Kansas Association of 
Municipal Utilities legislative committee. 


Under the bill, it was explained, it would be 
possible that as ‘much as 20 per cent of gross 
earnings could be transferred. However, the 
transfer of only 3 per cent would be a man- 
datory obligation of debt-free plants. 

James D. Donovan, Kansas City, Kansas, 
has been reélected president of the associa- 
tion. 


Kentucky 


Postwar Competition Indicated 


co competition between privately owned 
utilities and the Rural Electrification Ad- 
ministration for rural consumers after the war 
was indicated at Frankfort on October 18th 
when Kentucky Utilities asked the state pub- 
lic service commission for permission to ex- 
tend existing rural lines 704 miles in 64 Ken- 
tucky counties. 

The proposed KU extensions would cost 
$810,000 and are designed to give electric serv- 
ice to 4,246 prospective new customers in rural 
areas. 

The commission set the petition for public 
hearing November 22nd. 

Other significant developments in this field 
recently were: 

1. H. Curtis Brown, Brandenburg, president 
of the Kentucky Rural Electric Cooperative 
Corporation, recently announced a 3-year post- 
war plan to make KREC power available to 
46,600 new customers in Kentucky, at an esti- 
mated cost of $24,000,000. 

2. Now in final stages of adjudication be- 
fore the state commission is an application of 
Kentucky-West Virginia Power Company to 
build 1,186 miles of rural line extensions in 16 
counties of east Kentucky, thereby extending 
electric service to 7,500 prospective new cus- 
tomers. 

REA cooperatives in the 16-county area are 
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opposing the Kentucky-West Virginia’s ex- 
pansion on grounds it would infringe on their 
own territory for future expansion. 

Vigorous competition for rural expansion 
after the war is being planned throughout the 
nation, as well as in Kentucky, it was said by 
Hugh B. Bearden, consultant to the state com- 
mission. 

The privately owned utilities, he ex- 
plained, have at last junked their old yard- 
stick for rural investment, and are now pre- 
pared to spend money with more boldness. By 
the old yardstick, he added, utilities would 
not make rural investments unless revenue 
would retire construction costs in three years. 
The amortization period now has been extended 
to as high as fifteen years. 

Washington Reed, vice president of Ken- 
tucky Utilities, set out in the petition his com- 
pany wants to expand rural services as quickly 
as materials are available, KU now has 19,000 
consumers in rural areas, he noted. 

The greatest extension KU proposes is 75 
miles in Bell county. Extensions of more than 
20 miles each are planned in 9 other counties, 
as follows: Bracken, 21 miles; Caldwell, 28; 
Harlan, 32; Henry, 21; Hopkins, 40; Knox, 
36; Madison, 24; Muhlenberg, 32; and Wood- 
ford, 24 

Proposed extensions in the other 54 coun- - 
ties range from one-half mile each in Rob- 
ertson and Marion, to 17 miles in Shelby. 
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Mississippi 


Must Pay State Tax 


HE state supreme court ruled last month 
that some of the earnings that the Mem- 
phis Natural Gas Company is making from 
sales of its Monroe, Louisiana, purchased gas 
is subject to the Mississippi income tax. The 


Memphis Company sells gas to the Mississippi 
Power & Light Company, which distributes 
it to 16 Delta communities. 

The ruling by the state court grew out of a 
suit by the state tax commission to collect ap- 
proximately $65,000 in state income taxes on 
the gas sold from 1937 to 1941. 


New York 


Union Boycott Declared Legal 


Hs itself bound by United States Su- 
preme Court precedents, the circuit court 
of appeals on October 14th set aside an in- 
junction and declaratory judgment of illegality 
that had been issued by the Federal District 
Court against an admittedly uneconomic boy- 
cott enforced by Local 3 of the International 
Brotherhood of Electrical Workers against 
eleven major electrical manufacturers. 

The court said it was apparent that the boy- 
cott had in some cases raised the cost of elec- 
trical equipment in New York city to twice or 
three times the cost at which it might other- 
wise have been purchased, and suggested, in 
effect, that the only curb on “some of the 
abuses of power which exist” rested in legisla- 
tive action. 

In effect, the court’s decision legalized a boy- 
cott through which Local 3 of the IBEW, an 
American Federation of Labor affiliate, ex- 
cludes from the New York city market prod- 
ucts made outside the city by concerns with 
which it has no contracts. Most of the products 
are those used in construction work, 

A 2-to-1 decision, written by Judge Charles 
Clark, with Judge Augustus N. Hand con- 
curring, cited the Supreme Court decisions in 
the cases of the International Brotherhood of 
Carpenters, the International Hod Carriers, 
and what was termed the “controlling case” of 
the American Federation of Musicians, In the 
musicians’ case the highest court upheld the 
union’s nation-wide ban on recorded music. 

“These cases,” the majority decision said, 


“are too closely similar to the case at bar, in- 
deed going beyond it in some aspects, to permit 
the broad adjudication of illegality here and 
the injunction based upon it to stand.” 

In his dissenting opinion Judge Thomas W. 
Swan said he thought the injunction issued 
by the lower court too sweeping, but said he 
did not feel the Supreme Court decisions pro- 
vide a basis for unions to “agree with their 
employers to enforce a boycott for the very 
purpose of restraining commerce and increas- 
ing the price of articles manufactured or dealt 
in by their employers within a local market 
area.” 

The case on which decision was rendered last 
month dated back to December, 1935, when 
the eleven electrical manufacturing concerns, 
including General Electric, Westinghouse, and 
Allis-Chalmers, filed suit for the injunction 
and also asked for treble damages under the 
Sherman Act. This last issue had remained 
pending in district court without trial. 


Readjustment Ordered 


if toe state public service commission, after 
determining the original cost of the utility 
property of the Republic Light, Heat & Power 
Company, Inc., recently ordered a $1,800,383 
— in plant accounts as of March 31, 


The company, a unit of the Cities Service 
system, serves natural and manufactured gas 
in western New York, including all or parts of 
Ontario, Livingston, Monroe, Genesee, Wyo- 
ming, Erie, and Niagara counties. 


South Carolina 


Utility Vote 


Tz Columbia city council recently author- 
ized a special election for November 28th 
at which citizens will vote on the question of 
whether the city should acquire the properties 


of the South Carolina Electric & Gas Com- 


pany. 
Mayor Fred D. Marshall called a special 
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meeting for October 12th and advised mem- 
bers of the city council that the ordinance set- 
ting the election date would be introduced. 

In order to be eligible to register in the city 
special election, a person must hold a county 
registration certificate and must have been a 
resident of the city for at least four months 
prior to the election. 

The requirements for voting are twofold: 
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The person must hold a city registration cer- 
tificate, and a male citizen must have paid his 
county and city taxes. Women are not required 
to pay taxes, 

The special election would be conducted as 
other elections. Under the law the books must 
be opened thirty days prior to the election. 

The General Gas & Electric Company, par- 
ent company of the South Carolina Electric & 
Gas ‘Company, advised city officials on October 
1lth that it would sell the properties in Co- 
lumbia if the citizens desire to buy them. 

Purchase price of the properties has been 


PUBLIC UTILITIES FORTNIGHTLY 


fixed at $39,500,000 and of this amount $500,- 
000 will be turned over to the city to be used 
as working capital. 

Mayor Marshall pointed out that the city 
would make an annual profit of approximately 
$1,260,000 a year. 

Representatives of the firm of Wingfield and 
Henkel, Inc., consulting engineers of Washing- 
ton, D. C., have been employed by the city 
council to analyze the proposed acquisition. 
The engineering firm will look into the matter 
of property values and earnings and report to 
the council, 


Tennessee 


Planning Utility Ownership 


HE city commission of Memphis recently 

took another step toward ownership of the 
street transportation system when its fran- 
chise expires November 20, 1945. 

The city employed Burns & McDonnell, pub- 
lic utility engineers of Kansas City, to make 
a survey and appraisal of the properties owned 
by the Memphis Street Railway Company. 
They will receive a $25,000 fee. 

Mayor Walter Chandler termed the move 
“the beginning of proceedings toward negotiat- 
ing to take over the line.” 

The city already owns the electric, gas, and 


water properties in the city of Memphis. 


Board Denies Petition 


HE state equalization board at Nashville 

last month denied the petition of Knox- 
ville city officials to increase the assessment 
of Knoxville Transit Lines to $1,675,000. 

The board left the assessment at $1,250,000 
as certified by the state railroad and utilities 
commission, 

Knoxville was represented by Finance Di- 
rector Jack Burrows, Law Director James P. 
Brown, and Jack Scandlyn of the finance de- 
partment. 


Utah 


Rate Reduction Ordered 


aoa supreme court of Utah last month 
unanimously affirmed an order of the state 
public service commission directing a reduc- 
tion of electric power rates charged its Utah 
customers by Utah Power & Light Company. 

The ruling upheld the commission’s order 
requiring UP&L to reduce its electric power 
rates by approximately 12 per cent, which will 
cost the company $1,504,644 annually, based 
upon the 1941 volume of business. 

Under the commission order, the company 
must pay rebates to its consumers amounting 
to an estimated $1,500,000, representing the 
difference between rates now charged and re- 
duced rates ordered effective October 15, 1943. 
Payments will be retroactive to that date. 


The opinion was written by Chief Justice 
James H. Wolfe, with Justices Martin M. 
Larson, Roger I, McDonough, and Lester A. 
Wade concurring. District Judge Will L. Hoyt 
concurred, but handed down an amended 
opinion. 

The decision ended two years of hearings 
between the commission and UP&L concern- 
ing rate reductions. The case had been under 
consideration in the supreme court since 
March. 

Chief point of contention was the allega- 
tion by the commission that the power com- 
pany has been earning more than “a reason- 
able return on a just and proper rate base,” 
and that rates charged by the company were 
“unjust, unreasonable” and in violation of state 
statute. 


Washington 


Extravagance Denied 


— of extravagance on the part of 
public utility districts of the state, made 
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recently by two Bellingham officials of the In- 
ternational Brotherhood of Electrical Work- 
ers, were described as “purely political” by G. 
A. Peters of Chehalis, president of the Wash- 
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ington Utility District Commissioners Associa- 


tion. 

“Since these expenditures have absolutely 
no connection with the districts’ labor rela- 
tions, which the union officials claim is the 
basis for their objection to public utility dis- 
tricts,” Peters said, “their statement evidently 
is inspired by other reasons and from other 
sources.” 

The Bellingham men criticized public utility 
districts for their expenditures for legal and 
engineering services. Peters pointed out that 
the expenses are a matter of public record, 
and added that they are very modest “in com- 
parison with the salaries paid for legal and 
engineering services by the private companies 
in a similar period.” 

He said the implication that PUD’s have 
squandered nearly $2,000,000 and have not sold 
a penny’s worth of electricity “is deliberately 
misleading. Actually, 15 districts have ac- 
quired approximately $15,000,000 worth of 
electric and water system properties.” 
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Rate Cut Seen 


_ for a survey of Centralia municipal 
power consumption preliminary to what 
will be practically an over-all adjustment and 
reduction of the city’s light and power rates 
was disclosed recently by Mayor Ray W. 
Sprague. 

The city head said the intention was to put 
the new rate structure into effect by the first 
of the year. 

Several reasons make for financial safety 
in the proposed rate reductions, the mayor 
said. He pointed out one factor has been the 
rapid redemption of municipal light bonds. 
Interest on outstanding bonds was $8,887.49 
in 1943, and for 1945 the amount will be only 
$2,362.50. 

The last general decrease in power rates 
was in 1939, when a 20 per cent reduction was 
made. 

Despite the rate drop, 1940 power revenue 
decreased only 10 per cent. 


Wisconsin 


WLB Upholds Ruling 


HE National War Labor Board last month 

upheld a ruling of the sixth regional WLB 
at Chicago which denied approval of a pro- 
posed deferred wage payment plan on the 
basis that it constituted a hidden wage in- 
crease. Labor members dissented. 

The plan was submitted jointly for approval 
by the Milwaukee Electric Railway & Trans- 
port Company and three affiliated companies 
and five unions representing 2,821 employees. 

The proposed plan provided that for the 

year 1944, and that year only, a fund equal in 
amount to 6 per cent of the employee’s earn- 
ings, including base wages, monthly fixed 
bonuses and overtime, but excluding special 
cash payments such as year-end bonuses, 
wéuld be set aside by the employer in an irrev- 
ocable trust fund to be controlled and ad- 
ministered by an impartial trustee. 
_ The accumulation of this fund together with 
increases from its investments were to be held 
in trust until sixty days after the trustee re- 
ceived a WLB ruling permitting distribution. 
In any event, no distribution was to have been 
made prior to January 1, 1945. 

In denying a joint petition for review of the 
regional board’s order, the NWLB acted in 
accordance with its policy that only those plans 
which provide for controlled distribution and 
which clearly possess pension features are ap- 
provable under wage stabilization. A fund de- 
pendent only upon the termination of the pres- 
ent stabilization program for distribution 
would, under these criteria, constitute merely 
: — wage or salary increase, the board 

eld. 
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The board also found that the plan did not 
meet the requirements for cost deduction under 
§ 165(a) of the Internal Revenue Code. 

The case involved employees in the follow- 
ing Wisconsin companies and unions: 

The Milwaukee Electric Railway & Trans- 
port Company, Milwaukee, and the United 
Association of Office, Sales, and Technical 
Employees, involving 133 employees. 

The Wisconsin Michigan Power Company, 
Appleton, and the International Brotherhood 
of Electrical Workers, AFL, and Wisconsin 
Michigan Utility Operators’ Union, involving 
323 employees. 

The Wisconsin Electric Power Company, 
Milwaukee, and the IBEW, the UAOSTE, the 
International Union of Operating Engineers, 
AFL, and the Amalgamated Association of 
Street, Electric Railway, and Motor Coach 
Employees of America, AFL, involving 2,224 
employees. 

The Wisconsin Gas & Electric Company, 
Racine, and IBEW, involving 141 employees. 


Rate Reductions Totaled 


bP ace aga public utilities have made net 
rate reductions totaling more than $610,- 
000 a year during the first nine months of 
1944, the state public service commission an- 
nounced last month, 

Total reductions, the commission said, were 
= but were offset by increases of $10,- 


Of the reductions, $542,931 were made by 
electric utilities, $58,361 by telephone compa- 
nies, $7,774 by water utilities, and $13,077 by 
gas companies. 
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The Latest 
Utility Rulings 


Tax Questions Discussed in Decision 
On Rate Reduction 


7. North Dakota commission, in 
prescribing electric and steam- 
heating rates following litigation, con- 
sidered various tax claims as well as mat- 
ters relating to depreciation, going value, 
return, and other rate-making elements. 
The case was before the commission after 
remand pursuant to decisions of the 
state supreme court. [See (1941) 71 ND 
1, 39 PUR(NS) 219, 298 NW 423; 
(1944) — ND —, 53 PUR(NS) 143, 
13 NW (2d) 779.] 

A return of 6 per cent before excess 
profits taxes was held to be adequate and 
reasonable applied to a fair value rate 
base including materials and supplies, 
cash working capital, and going value. A 
separate allowance for going value was 
said to be speculative and conjectural. 
But the commission believed that the 
best interests of the company and its 
patrons required that there be an end to 
litigation, and, therefore, consistent with 
the mandate of the supreme court, the 
company was allowed its claim for going 
value in order to avoid further litiga- 
tion. 

An allocation of North Dakota prop- 
erty tax, based upon a consideration of 
both historical cost of physical property 
and departmental operating revenues, 
was approved. Property taxes on a trans- 
mission line partly situated in Minne- 
sota, but used and useful in rendering 
public service in Fargo, were allocated 
to operation. 

The company claimed an allowance for 
the Federal tax on energy based upon 
the amount actually paid on revenue re- 
ceived under electric rates prescribed by 
the commission in its order of March, 
1938, plus an estimated liability for the 
tax on impounded electric funds receiv- 
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able. Such an allowance, said the com- 
mission, would be warranted only if the 
company were to receive all impounded 
funds, but under its order the company 
would not receive any of the impounded 
electric funds, and hence no allowance 
should be made for this tax in addition 
to amounts actually incurred on revenues 
already received. 

The Wisconsin Privilege Dividend 
Tax was not considered a proper ex- 
pense of operation in the state of North 
Dakota. A deficiency assessment for 
state sales tax was also disallowed. The 
North Dakota corporate income tax as 
allocated was allowed. 

The company’s basis for allocation of 
Federal income tax was held to be 
improper because taxable income was 
used as a basis, while, in the determi- 
nation of taxable income for each utility 
department, the company had assigned 
to the electric department considerable 
nonoperating income in the form of in- 
terest and dividends. Moreover, in the 
determination of taxable income in the 
Fargo division, the company had in- 
cluded impounded revenues. 

The commission not only disapproved 
the company’s method of allocating ex- 
cess profits tax to the electric depart- 
ment, but ruled that this tax should not 
be shifted to consumers. Irrespective of 
whether regulatory agencies consider 
public utility earnings in excess of ex- 
emptions as “excess profits,” the fact 
remained that Congress declared all such 
earnings taxable at 90 per cent to 95 per 
cent thereof. This is in no sense a nor- 
mal tax. But, the commission added, 
there is nothing in the law which sug- 
gests that the earnings in excess of ex- 
emptions should remain unimpaired. If 
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an excess profits tax was involved, the 
commission continued, it would be neces- 
sary to assess consumers $10 to $20 in 
order to avoid a $1 reduction in net 
earnings. The imposition of such a bur- 
den on consumers was termed an “eco- 
nomic absurdity.” 

Annual depreciation allowance was 
fixed at 3 per cent, although the company 
claimed 4 per cent. The company was 
currently charging depreciation expense 
on its books at the approximate rate of 
2.8 per cent. It was currently estimat- 
ing annual depreciation expense for in- 
come tax purposes at 3.3 per cent. A 


company witness estimated that “actual” 
depreciation on electric property was 
currently accruing at the rate of only 
2} per cent. The commission declared 
that annual depreciation and accrued de- 
preciation in public utility property are 
but two phases of the same problem and 
they must be consistently treated. Since 
the commission was allowing annual de- 
preciation expense in accordance with 
the straight-line method, it was said to 
be necessary to consider accrued depre- 
ciation in fixing a rate base. Re North- 
ern States Power Co. (Minn) (Case 
No. 3643). 


e 


Power to End Alleged Discrimination by 
Fixing Retroactive Rates Denied 


Ate. by a town asking the Vir- 
ginia commission to determine the 
difference between rates charged and 
rates alleged to be applicable, and to re- 
quire reimbursement, was dismissed on 
the ground that the commission is with- 
out authority to fix retroactive rates. 
The commission reviewed the constitu- 
tional and statutory provisions under 
which it operates, stating that all its ju- 
risdiction is conferred by either the Con- 
stitution or the statutes which are not in 
conflict with the Constitution. 

The power company had established 
rates in May, 1939, applicable through- 
out its territory within the state. In 
July, 1941, the company reduced rates 
but made the reduced rate schedules ap- 
plicable in all towns and cities “where 
the company owned a franchise, and in 
counties where the company had a road 
permit or franchise and in such other 
towns or cities in which the company 
thereafter acquired an electric franchise 
for a period of not less than twenty 
years,” 

These revised rate schedules were not 
intended to apply to or include the towns 
of Norton and Appalachia, because on 
the effective date of the schedules the 
company did not have a franchise in 
either of these towns. Subsequently the 
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company made a further rate reduction, 
which revision likewise did not apply to 
these towns. Later the town of Nor- 
ton granted a 20-year franchise, and the 
power rates immediately became effec- 
tive there. 

The town of Appalachia took the posi- 
tion that the applicability clauses of the 
new schedules were void and ineffective 
because they were calculated and in- 
tended to coerce the town councils and 
that they were violative of prohibitions 
against discrimination. The statute, it 
was pointed out, provides for filing rates 
and prohibits changes except after thirty 
days’ notice unless a shorter time is pre- 
scribed by the commission. The com- 
mission may permit rates to go into ef- 
fect without notice when the proposed 
revision effects no increases. It was plain 
that there were no increases in this case. 
The 1939 schedules still remained in ef- 
fect for the town of Appalachia, al- 
though there had been reductions for 
other parts of the territory. Authoriza- 
tion to “fix and order substituted” new 
rates, the commission held, does not give 
authority to give retroactive effect to 
rates that may be substituted. 

Referring to a requirement that pub- 
lic utilities shall render service and 
charge “uniformly therefor all persons 
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or corporations using such products un- 
der like conditions,” the commission ob- 
served that the company was serving the 
people within Appalachia without a fran- 
chise. Its privilege to continue in busi- 
ness there was uncertain, while in other 
towns the right to operate was for a defi- 
nite period. Where the right to operate 
was indefinite and hazardous, the com- 
pany’s status was clearly “unlike the 


conditions” existing where it was oper- 
ating under a franchise. 

In any event, however, the commission 
could do nothing about the past rates be- 
cause it lacked authority to fix rates ret- 
roactively, and the town was not seek- 
ing an order prescribing rates for the 
future. Town of Appalachia et all. v, 
Old Dominion Power Co. (Case No. 
7895). 


7 


Cooperative Denied Right to Oppose 
Extension by Electric Company 


A COOPERATIVE association, not com- 
plying with the rules and regula- 
tions of the Illinois commission pertain- 
ing to electric public utilities, was held by 
that commission to have no standing to 
participate in a case involving the grant- 
ing of authority to an electric company to 
extend its distribution system. A mo- 
tion by the company that the codpera- 
tive be barred from participation was 
granted after the commission consid- 
ered the “very important and funda- 
mental question” involved. 

This question, said the commission, 
was whether an organization which by 
its own statements and representation 
holds itself out and proposes to fur- 
nish electric service generally in a 
territory in the state and is not specifi- 
cally exempted (as are municipalities) 
from the operation of the Public Utilities 
Act, may invoke the aid of the commis- 
sion and participate in a proceeding be- 
fore it when that organization declines 
or fails to conduct itself as a public util- 
ity, and where the purpose of participa- 
tion is to further that project of fur- 
nishing service without compliance. Cer- 
tain fundamentals had been established. 
As stated by the commission: 

Chief among them is the fact that the co- 
Operative is seeking to furnish electric serv- 
ice generally to the public in the territory 
here involved. It is mentioned that applica- 
tions for so-called membership are required 
but the proceedings in this case indicate that 
general canvassing of the territory has been 
carried on a number of times and no one is 
excluded from applying for and receiving 
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such so-called membership on the payment 
of an established fee. Such a requirement, 
as the commission views the matter, does not 
alter the fact that the codperative is hold- 
ing itself out to the public generally to ren- 
der electric service in this territory. 


Another question was considered, al- 
though, as stated by the commission, not 
directly related to the motion under con- 
sideration. This was the matter of deal- 
ings of the parties with the War Produc- 
tion Board and the actions of that board 
with respect to the exercise of its war 
emergency powers in the allocation of 
critical material for the building of lines 
which both the company and the coopera- 
tive had proposed to build in the terri- 
tory. The service involved, said the com- 
mission, was not a temporary emergency 
service for the duration of the war, nor 
had it any interstate aspect. The organi- 
zation first to build in the territory un- 
doubtedly would continue to serve it long 
after the war. The commission con- 
tinued: 

This is purely a local question and the 
laws of this state provide adequate means 
and procedures for dealing with it. Essen- 
tial as are the war emergency powers of 
the Federal government and its above-men- 
tioned agency, and as much as the commis- 
sion desires to codperate fully in the proper 
exercise of those powers, it must not be as- 
sumed that the decisions of the Federal 
agency made pursuant to those powers are 
to control or stand in substitution for the 
orders of this commission in local matters 
properly brought before it and within its 
jurisdiction. 


Re Illinois Power Co. (32318). 
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Refund of Unauthorized Rates 


B teor Wisconsin commission, in grant- 
ing an application by a municipal 
water plant for authority to increase its 
rates and to revise rules, considered the 
question of refunds to mutiple unit cus- 
tomers of the amount paid for service 
during the first two quarters of 1944 in 
excess of the amount that would have 
been paid under the lawful rates. The 
commission said: 


The state supreme court, in Kilbourn v. 


N application by the Wisconsin Elec- 
tric Power Company for commis- 
sion review and modification of the com- 
patiy’s “10-for-1 electric rate plan” and 
for approval of specific reductions in 
regular electric rates was granted by the 
Wisconsin commission. Originally this 
plan had been filed in 1935 in response 
to a commission order to show cause why 
a low-cost objective rate plan should not 
be filed. 

A majority of the utilities in the state 
filed such plans, but this company chose 
to comply by filing the “10-for-1 plan,” 
which differed in several important re- 
spects from the more conventional type 
of objective rate plans then under con- 
sideration. The commission had come to 
the conclusion that this plan, under ex- 
isting circumstances, was unjustly dis- 
criminatory. Describing the plan, the 
commission said : 


Basically the 10-for-1 plan which was 
made available for residential and commer- 
cial lighting and rural customers provides 
that such customers are permitted to use 
at least 30 additional kilowatt hours, or 
twice as many kilowatt hours as were used 
during the corresponding month of the pre- 
ceding year, at a cost not exceeding 10 per 
cent over the bill for the corresponding 
month of the preceding year. In addition, 
the plan, as presently applied, provides that 
the average cost per kilowatt hour used in 
a month shall not be less than one cent per 
kilowatt hour, and that energy used in ex- 
cess of twice the consumption of the cor- 
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Southern Wisconsin Power Co. (1912) 149 
Wis 168, 135 NW 499, held that unless a 
rate is filed and approved by the commis- 
sion the utility cannot recover until it filed 
a rate. In the present case no rate for ad- 
ditional units of service was on file. Had 
the customer refused to pay, the utility would 
have been powerless to collect. We believe 
that the difference between the bill com- 
puted at the filed rates and the amount ac- 
tually paid should be refunded to each cus- 
tomer, and so recommend. 


Re Village of Waterloo (2-U-1982). 
e 


Elimination of Low-cost Rate Plan 
Of Electric Utility’ Approved 


responding month of the preceding year 

(base month) will be billed at 2 cents net 

per kilowatt hour. A significant difference 

between the 10-for-1 plan and other low-cost 
rate plans then in effect was the absence 
of any objective rate. 

This plan, introduced during the de- 
pression, had the primary purpose of en- 
couraging customers to increase their use 
of service by making the cost of addi- 
tional use less than under standard rates. 
Changes since the start of the war 
prompted the commission again to re- 
view the plan in the light of such changed 
conditions and ultimately led to the con- 
clusion that the purposes for which the 
plan was filed had been fulfilled and that 
steps should be taken to provide for its 
elimination. 

The commission authorized modifica- 
tions providing for elimination of the 
plan to all new customers coming on the 
system after the date of the order; dis- 
continuance of the right of any present 
customer to participate further in the 
plan, if he fails to participate at least 
once in any period of six consecutive 
months beginning with the service used 
after the meter readings taken during 
the calendar month of July, 1944; and 
application of the minimum net rate per 
kilowatt hour for customers participating 
under a provision for a minimum aver- 
age rate per kilowatt hour of 1.25 cents 
effective for service used after the first 
regular meter reading after the first 
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of the month following the date of the 
order, and effective for a period of three 
months for each participating customer 
thereafter, with a minimum average rate 
of 1.5 cents per kilowatt hour for each 
customer participating under the plan 
for the next three months’ period, a 


minimum average rate of 1.75 cents per 
kilowatt hour effective for each customer 
participating under the plan for the next 
three months’ period, and a minimum 
average rate of 2 cents per kilowatt hour 
thereafter. Re Wisconsin Electric Power 
Co. (2-U-1977). 


e 


Jurisdiction Limited on Sale to Cooperative 


HE Highland Utilities Company 

was granted authority by the Colo- 
rado commission to sell public utility 
properties to the Southeast Colorado 
Power Association, a nonprofit codpera- 
tive association financed and supervised 
by the Rural Electrification Administra- 
tion. A motion to dismiss the applica- 
tion for authority was denied. The com- 
mission recognized its lack of authority 
to decide various questions, stating : 


The contention that purchase cannot be 
made by association because it is contrary 
to provisions of Rural Electrification Act 
of 1936, and that loan cannot legally be 
made by administrator to association for 
purchase of the properties involved, are 
questions we cannot settle. The managing 
officers of the association, after investiga- 
tion and counsel with Rural Electrification 
Administration officials, authorized the pur- 
chase. The purchase was approved by the 
administrator, It has been approved by the 
Securities and Exchange Commission. The 
aliotments (loans) have been made. If the 
REA, its administrator, or the association 
erred, question should be submitted by dis- 
satisfied members of the association, if any 
there be, or other proper parties, to the 
courts for determination. Their remedy lies 
there. Re Highland Utilities Co. (Colo, 
1943) 52 PUR(NS) 179 citing Re Mis- 
souri Electric Power Co. (Colo, 1943) 50 
PUR(NS) 257. The same course should 
be followed by members as to the question 
of service to nonmembers and the opera- 
tion of waterworks system at Eads and 
ice plant at Springfield. 


As a basis for approving the transac- 
tion the commission noted that the trans- 
feree was financially able and qualified to 
take over and operate the property. At 
least there was no evidence to the con- 
trary. Several times during past years 


complaints had been made by customers 
of the utility company as to rates and 
service. No customers of the utility 
company or members of the association 
appeared in person at the hearing to 
voice objections to the transfer. Some 
extensions in rural areas were contem- 
plated in the event of transfer, which 
meant that farms without essential serv- 
ice and without hope of service from 
the company would be connected. 

Generally speaking, said the commis- 
sion, a property owner should be al- 
lowed to sell unless this would be detri- 
mental to the public. In regard to the 
willingness of the association to assume 
the burden of serving the public as a 
utility, the commission said: 

We think the record shows that if it now 
lacks the power to operate a utility as a 
part of its business, or to operate as a utility, 
the association is willing to amend its charter 
and bylaws to meet objection made. We 
believe Mr. Ham made it clear that the asso- 
ciation is willing to do anything that may be 
necessary, under the law, to permit it to 
carry on the Highland operation as a utility, 
and, in conducting said operation will rec- 
ognize and submit to commission jurisdic- 
tion. We do not believe it is necessary at 
this time, and it probably is not within our 
jurisdiction in this proceeding (Natatorium 
Co. v. Erb, 34 Idaho 209, PUR 1922A 187, 
200 Pac 209), to find that the association 
cannot operate as a cooperative and a utility 
at the same time, although there is some 
authority to the effect that by so doing it 
would become a utility as to all its opera- 
tions. 


Re Highland Utilities Co. (Application 


Nos. 1127-A, 1355-A, 1354-A et al. De- 
cision No. 22666). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, will be 
published in full or abstracted in Public Utilities Reports. 
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RE ARKANSAS POWER & LIGHT CO. 


ARKANSAS DEPARTMENT OF PUBLIC UTILITIES 


Re Arkansas Power & Light Company 


Docket No. 225 
June 24, 1944 


f Satnator saci of accounts and rates of electric company; ac- 
counting methods prescribed and rate reduction ordered. 


Accounting, § 4 — Jurisdiction of Commission — Accounting methods. 


1. The Department has jurisdiction to prescribe the manner in which an 
intrastate public utility keeps its accounts, and the accounts so prescribed 
shall be the official corporate accounts of the company, p. 135. 


Accounting, § 32 — Miscellaneous intangibles — Plant acquisition adjustments. 


2. Costs originally incurred to accomplish the integration of utility proper- 
ties acquired and to create a new and improved service should be included 
in Account 100.5—Electric Plant Acquisition Adjustments, rather than in 
Account 100.1—Electric Plant in Service (subdivision entitled Account 303 
—NMiscellaneous Intangible Plant), p. 142. 


Accounting, § 29.1 — Organization cost incurred by predecessor company — 
Electric Plant Acquisition Adjustments. 


3. Organization costs incurred by a predecessor company at the date of 
organization of the purchasing company, and for which the purchaser is- 
sued its securities, which were not recorded on its books as such should 
be charged to Account 301, a subaccount of Account 100.1—Electric Plant 
in Service, and credited to Account 100.5—Electric Plant Acquisition Ad- 
justments, ‘p. 143. 


Accounting, § 24.1 — Payments to affiliate — Construction and supervision fees. 
4. Supervision and construction fees paid to affiliates should be charged 
to Account 100.1—Electric Plant in Service to the extent that they are 
assignable to electric plant and to the extent that they do not represent 
profits to the affiliates, and the fees assignable to other utility properties 
should be charged to Account 108—Other Utility Plant, p. 143. 


Accounting, § 32 — Land costs — Elimination of erroneous appraisal figure. 
5. Land cost figures as shown, by deeds, in lieu of inaccurate appraisals 
made to determine the estimated original cost of land acquired by an elec- - 
tric company for use in its operations, should be substituted in accounts, 
with the resulting transfer of excess sums from Accounts 100.1—Electric 
Plant in Service and 100.4—Electric Plant Held for Future Use to Ac- 
count 100.5—Electric Plant Acquisition Adjustments, p. 144. 


{ccounting, § 25 — Interest during construction. 
6. A two-months’ construction period as reflected by actual construction 
records should be substituted for a six-months’ period estimated by a com- 
pany acquiring utility property, with a resultant transfer of a certain sum 
from Account 100.1 to Account 100.5, where the construction was in piece- 
meal extensions and interest was actually charged for a period of not more 
than two months on a 6 per cent basis per annum, p. 144. 
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Accounting, § 25 — Interest during construction — Reasonableness of interesi 
rate. 

7. An estimated interest rate of 8 per cent for interest during construction, 
prior to 1927, was ordered to be reduced to 64 per cent for that period s 
as to reflect more correctly the interest during construction, and a 6 per 
cent interest rate for construction subsequent to 1927 was deemed reasona: 
ble, and the resulting difference was transferred from Account 100.1 to 
Account 100.5, p. 144. 


Accounting, § 12.1 — Legal and administrative expense — Adjustment of accounts 


8. A reduction of the over-all percentage for administrative and legal ex. 
penses from 3.76 per cent to 3 per cent was deemed reasonable, with the 
difference being transferred from Account 100.1 to Account 100.5, p. 145 


Intercorporate relations, § 14.2 — Profit to affiliate. 

9. A public utility company may not obtain profits out of transactions wi 
a corporation which it owns and controls, p. 151. 

Accounting, § 24.1 — Purchase price — Intercompany profits. 

10. Profits derived from the sale of utility properties to an affiliate may 
not be entered on the affiliate’s books, which are records of cost, since suc 
profits represent write-ups, p. 151. 

Accounting, § 24.1 — Intercompany payments — Disposition of write-ups. 

11. A write-up of the value of properties acquired from affiliates shoul 
be charged to Earned Surplus Account, or to Capital Surplus Account if 
a Capital Surplus Account is created for that purpose, p. 151. 

Accounting, § 12.1 — Intangibles. 

12. An item should not be stricken from a public utility’s accounts merely 
because it is classified as an intangible asset, p. 153. 

Accounting, § 32 — Plant acquisition adjustments — Write-off or amortization 
13. Items charged to Account 100.5—Electric Plant Acquisition Adjust 
ments need not be charged off or amortized regardless of whether the 
represent value, p. 153. 

Accounting, § 32 — Plant acquisition adjustments — Items representing value. 
14. No amount charged to Account 100.5—Electric Plant Acquisition Ad 
justments should be eliminated if it is supported by value, p. 160. 

Accounting, § 32 — Plant acquisition adjustments — Right to integrate property 
15. The cost of the right to integrate going businesses and properties an 
to acquire the gross businesses, customers, and other intangible values | 
an asset of such value, or such an increment to value, as to justify it 
inclusion in Account 100.5—Electric Plant Acquisition Adjustments 
p.160. 

Accounting, § 32 — Amortization of increased values. 

16. An amount representing the increase in structural value of existi 
physical properties over the original cost of such properties should bm 
amortized in the same ratio and at the same time as the physcial prope 
to which it is attached is depreciated or retired, p. 160. 

Accounting, § 21 — Financing costs — Costs of predecessor company. 

17. Bond discount, expense, premium and interest on bonds of predecess 
companies should not be charged to Account 140—Unamortized Debt Di 
count and Expense, and such amounts should be transferred to Earne 
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Surplus or to Capital Surplus Account if a capital surplus is created for 
that purpose, p. 163. 


Accounting, § 44 — Electric properties — Segregation of other properties. 
18. A company acquiring electric, water, street railway, steam-heating, and 
ice properties should enter into Account 250—Reserve for Depreciation or 
Retirement of Electric Property, only that portion of the reserve applicable 
to its electric property, p. 163. 

Valuation, § 69 — Rate base determination — Arm’s-length profits. 
19. Arm’s-length profits made by a dedicating owner or any subsequent 
owner should be included in the original cost of the properties used as a 
rate base where the excess of investment over original cost was prudently 
made, resulted in public benefits, and represented functioning and existing 
values, p. 164. 


iti Valuation, § 36 — Rate base determination — Original cost basis. 


20. Original cost depreciated was not accepted as a rate base, where the 
excess of investment over original cost was prudently made, resulted in 
public benefits, had not been recouped by the investors, and represented ex- 
isting and functioning values, p. 164. 


Valuation, § 40 — Rate base determination — Reproduction cost. 


21. Reproduction cost new less depreciation should not be given dominant 
consideration in the determination of a rate base, p. 167. 


Valuation, § 98 — Accrued depreciation — Separability of maintenance and de- 
preciation. 
22. Maintenance and depreciation are not only interrelated but also in- 
separable for purposes of estimating accrued depreciation, and any method 
of separation is arbitrary and imperfect, p. 168. 


Valuation, § 101 — Accrued depreciation — Accuracy of estimates. 


23. Accrued depreciation cannot be accurately measured either by inspec- 
tion or by any mathematical formulae which have for their fundamental 
components estimates derived from observation, p. 168. 


Valuation, § 104 — Accrued depreciation estimates — Book reserves — Prudent 
investment theory. 


24. In the application of the prudent investment standard for purposes of 
determining a rate base, actual depreciation is of no consequence except as 
it is reflected on the book reserve of the company, and since the book re- 
serve is excluded in the determination of a prudent investment rate base, 
there is no injustice to the customers if the reserve is too high or to the 
investors if the reserve is too low, p. 168. 


WV aluation, § 36 — Rate base determinution — Prudent investment theory. 

25. The prudent investment standard for purposes of determining a rate 
base is founded on sound economic and legal principles with manifold ad- 
vantages both to the public and to the utilities, p. 171. 


Valuation, § 36 — Rate base determination — Prudent investment standard. 
26. The prudent investment standard should be given major consideration 
in determining a rate base, p. 171. 
aluation, § 36 — Rate base determination — Prudent investment standard. 
27. Prudency of investment for the purpose of determining a rate base 
should be weighed not only in the light of what might be prudent from the 
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standpoint of the stockholders, but also from the viewpoint of the customer, 
p. 171 
Valuation, § 36 — Rate base determination — Measures of value — Prudent in- 
vestment. 
28. The amount prudently invested was believed to be the most equitable 
measure for the determination of a rate base but the Department was care- 
ful to strip from the company’s books and records every item representing 
write-ups, stock watering transactions, and other items not representing 
existing value contributing to the improved service to the public at reduced 
rates, p. 173. 


Return, § 87 — Electric company. 
29. A return of 6 per cent was deemed reasonable for an electric utility 
company, p. 174. 


Expenses, § 57 — Interest on customer deposits. 


30. Interest paid on customer deposits should be added to the return al- 
lowed an electric company, p. 174. 


Depreciation, § 34 — Credits to reserve — Heating plant. 
31. Net revenues derived from steam-heat operations were required to be 
credited to the depreciation reserve, where heating properties operated in 
connection with an electric plant were retained in the rate base, to the end 
that an amount sufficient to write off this property, when it becomes im- 
practicable to operate, should be provided for, p. 176. 


Depreciation, § 27 — Annual allowances — Maintenance and depreciation. 


32. A depreciation allowance should be sufficient to cover both maintenance 
and depreciation for the future, p. 176. 


Funds and reserves — Wartime reserves — Postwar planning. 
33. Public interest requires an electric company to create a special reserve 
out of the excess gross operating revenues accruing to it during war to 
form a cushion against a decrease in revenues and a corresponding increase 
in rates during the postwar readjustment period, p. 178. 


§ 197 — Unit for rate making — Electric company — Steam-heat proper- 
ties. 
34. Steam-heat properties, together with the expenses and revenues, at- 
tributable thereto should be included in an electric system for rate-making 
purposes, where the steam-heat system is operated in connection with the 
electric system, where its operating costs are carried as electric operations 
and cannot be accurately separated, where the steam used is a product of 
the electric operations, where it has value and imposes a slight penalty on 
power generation, where the employees of the power plant maintain and 
operate the steam-heat facilities, where the allocation of operating and 
maintenance payrolls and expenses would be purely speculative, where the 
gross revenues from steam-heat operations are less than three-tenths of 
one per cent of the gross electric revenues, and where the determination of 
the value of steam used in the steam-heat operations would be arbitrary and 
intricate to the extent that its accuracy would be extremely doubtful, p. 179. 


Valuation, § 288 — Working capital allowance — Prudent investment theory. 


35. No separate allowance need be made for working capital where a rate 
base is determined by the prudent investment standard, p. 179. 
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Valuation, § 69.1 — Rate base determination — Payments to affiliates — Inter- 


company profits. 


36. Fees paid to an affiliate in so far as they represent profits to the affiliate 
may not be included in a rate base, p. 180. 


(Morrison, Commissioner, concurs in separate opinion.) 


APPEARANCES: Eugene R. War- 
ren, Gordon E. Young, and S. I. 
Barber, for Arkansas Power & Light 
Company; R. B. McCulloch, for the 
Department; Leffel Gentry, for In- 
tervener, H. K. Cochran; Carl E. 
Bailey, for intervening preferred 
stockholders. 


By the DEPARTMENT: 


Preliminary Statement 


All of the electric rates and electric 
services of the Arkansas Power & 
Light Company are under investiga- 
tion in these proceedings. 


In these findings and order the 
Arkansas Power and Light Company 
will be referred to as the “respondent,” 
the Electric Power & Light Corpora- 
tion as ‘Electric,’ the National Pow- 
er & Light Company as “National,” 
the Federal Power Commission as 
“Commission,” and the Department 
of Public Utilities of Arkansas as “De- 
partment.” 


Respondent was incorporated under 
the laws of Arkansas on October 2, 
1926. At the time respondent was 
organized, the incorporators had de- 
veloped comprehensive plans for the 
integration of the system which was 
acquired by respondent at the time 
of its organization. These plans in- 
cluded the acquisition of additional 
isolated systems in the state for the 
purpose of their integration into the 
system, and the interconnection of the 
Arkansas system with affiliated sys- 
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tems in Louisiana and Mississippi. 
The respondent was organized for the 
purpose of carrying out this plan of 
integration. 

Under an agreement dated October 
8, 1926, between respondent and a 
nominee of Electric, respondent ac- 
quired the physical properties of Con- 
sumers Ice and Light Company and 
Arkansas Power Company, and also 
the electric properties in several towns 
and cities in Arkansas. Respondent 
also acquired shares of preferred and 
common stock in Arkansas Central 
Power Company, Arkansas Light and 
Power Company, East Arkansas Pow- 
er and Light Company, and The Pine 
Bluff Company. By agreement dated 
October 13, 1926, the physical prop- 
erties of Arkansas Light and Power 
Company, The Pine Bluff Company, 
Arkansas Central Power Company, 
and East Arkansas Power and Light 
Company were transferred to respond- 
ent and the securities of those com- 
panies which respondent had acquired 
under the agreement of October 8, 
1926 were surrendered and canceled. 
All of the foregoing properties were 
acquired by respondent from Electric, 
or its nominees. As the result of the 
foregoing transfers, respondent ac- 
quired, in addition to electric prop- 
erty, certain water, street railway, 
steam heating, and ice properties 
which had been owned and operated 
by predecessor companies. Since Oc- 
tober, 1926, respondent has acquired 
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or constructed additional electric and 
other property. 

All of respondent’s electric prop- 
erty is located within the state of 
Arkansas. Its electric production 
plant as of December 31, 1943, had an 
aggregate installed capacity of ap- 
proximately 140,000 kilowatts, and 
consisted of three hydroelectric sta- 
tions, four steam stations, and eight 
internal combustion stations. 

Respondent purchases a consider- 
able amount of its power supply from 
integrated affiliates outside the state 
of Arkansas. It serves approximately 
325 communities in Arkansas, includ- 
ing Little Rock, Pine Bluff, Stuttgart, 
El Dorado, Camden, Russellville, 
Malvern, Newport, Morrilton, and 
Arkadelphia. The electric system of 
respondent is interconnected by trans- 
mission and distribution lines, and sub- 


stations, and serves the major part 
of the state of Arkansas. 


While respondent has been subject 
to the jurisdiction of the Department 
from April 2, 1935 (the date of ap- 
proval of Act 324 of the General As- 
sembly of Arkansas of 1935 creating 
the Department), the Department on 
its own motion, by an order of July 
2, 1937, actually took, and has ever 
since retained, jurisdiction of the re- 
spondent. The purpose of the order 
was to determine the reasonableness 
and lawfulness of all rates, rules, prac- 
tices, regulations, and contracts ap- 
plicable to its .electric service in 
Arkansas; and, if any thereof was 
found to be unreasonable, unjust, or 
otherwise unlawful, to determine and 
fix reasonable, lawful, just rates, rules, 
regulations, and _ contracts 
charged, collected, and observed. 

Since the issuance of the order of 
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July 2, 1937, the necessary investiga- 
tions of the property, records, ac- 
counts, and affairs of the respondent 
have been under way. From time to 
time the engineering and accounting 
staffs of the Department engaged in 
the work have filed progress reports, 
Whenever the information contained 
in these reports appeared to justify a 
rate reduction or disclosed any unjust 
or otherwise unlawful rates or prac- 
tices, the Department, without await- 
ing final conclusion of the investiga- 
tion, issued appropriate interim or- 
ders directing the filing of schedules 
reducing rates and correcting any un- 
just or unlawful practices. 


This course has resulted in rate re- 
ductions or refunds to customers ag- 
gregating $1,675,000; the last such 
order, a refund order, was issued No- 
vember 27, 1942, 46 PUR(NS) 226. 
Under it, the respondent refunded to 
its customers $625,000 of its gross 
electric revenues for the year 1942. 
These orders have resulted in cumula- 
tive savings to the public of $5,687, 
429. 

The staff’s reports filed in 1942 in. 
dicated that by reason of the location 
of war industries in its service area, 
and the influx of labor incident there- 
to, respondent would receive in that 
year, and probably for the remainder}¥ 
of the war period, what was considered 
to be excessive revenues. 

Notwithstanding these circum: 
stances, the Department was loath to 
proceed with a formal rate investiga- 
tion. This position was influenced, to 
a great extent, by the uncertainties as 
to the duration of the war and the 


upon respondent’s revenue. 
position was also influenced, to some 
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extent, by the loss of trained person- 
nel on the part of both the Department 
and the respondent to the armed 
forces. 

These circumstances caused the De- 
partment to inaugurate the policy of 
requiring the respondent, and the 
other utilities operating in the state, 
to refund excessive revenues, rather 
than to force rate reductions. 

The $625,000 refund was made pur- 
suant to this policy, and the Depart- 
ment had no reason to believe that the 
respondent would not continue to co- 
Operate with the Department in its 
refund policy. However, on October 
7, 1943, the respondent formally noti- 
fied the Department that it would op- 
pose and contest all further orders di- 
recting a refund of any of its revenues 
to its customers. By reason of re- 
spondent’s refusal to continue its co- 
éperation with the refund policy of 
the Department, it became necessary 
for the Department to institute and 
conduct this hearing to determine the 
value of respondent’s electric property, 
fix a just and reasonable rate of re- 
turn thereon, and to issue such orders 
as the facts would justify. 


Jurisdiction of This Department 


[1] This Department was created 
aby Act No. 324 of the Acts of 1935, 


approved April 2, 1935. It is vested 
with power and jurisdiction to reg- 
ulate all public utilities doing business 
in Arkansas with power to prescribe 
reasonable, uniform rates and prac- 
tices. The act, § 19(1), expressly 
provides that the Department, upon its 
own motion, shall, upon reasonable 
notice after a hearing, “find and fix 
just, reasonable, and sufficient rates 
to be thereafter observed, and enforced 
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and demanded by any public utility.” 
The Department is charged with the 
duty to “ascertain and fix the value 
of the whole or any part of the prop- 
erty of any public utility.” 

Respondent is an Arkansas cor- 
poration and is engaged exclusively in 
intrastate business. The Department 
has jurisdiction to “establish a uniform 
system of accounts” to be kept by 
respondent and to “prescribe the man- 
ner in which such accounts shall be 
kept.” The Department, therefore, 
finds that it has jurisdiction to pre- 
scribe the manner in which the re- 
spondent keeps its corporate books, 
accounts, and records, and that the 
books, records, and accounts so pre- 
scribed by this Department shall be 
the official corporate accounts and rec- 
ords of the company. Its jurisdic- 
tion over respondent and its electric 
and other operations is complete and 
comprehensive and the Department is 
the only regulatory authority having 
such all-inclusive jurisdiction. 

The Department is given power to 
supervise, regulate, restrict, and con- 
trol the issuance of stocks, bonds, 
notes, and other evidence of indebted- 
ness by all public utilities doing busi- 
ness in Arkansas. 

The act (§ 61) expressly provides 
that “every public utility, and every 
person or corporation, shall obey and 
comply with each and every require- 
ment of the act and of every order, 
decision, direction, rule, or regula- 
tion made or prescribed by the De- 
partment in all matters herein speci- 
fied, or any other matter in any way 
relating to or affecting the business 
of any public utility.” 

The foregoing powers of the De- 
partment were sustained by the 
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Arkansas supreme court in Depart- 
ment of Public Utilities v. Arkansas 
Louisiana Gas Co. (1940) 200 Ark 
983, 36 PUR(NS) 41, 142 SW(2d) 
213. 


The Proceedings 


The Department's Show Cause Order 

On November 10, 1943, the De- 
partment issued its order directing 
that a hearing be held to establish the 
fair and reasonable rate base and rate 
of return thereon with respect to re- 
spondent’s electric property used and 
useful in the public service and to fix 
reasonable rates to be thereafter 
charged by respondent. The respond- 
ent was directed to show cause why 
the original cost of its electric prop- 
erty, less accrued depreciation, should 
not be established as its electric rate 
base and also why its books and ac- 
counts should not be adjusted to con- 
form to the Department’s Uniform 
System of Accounts. Respondent was 
further ordered to show cause why it 
should not be required to write out 
of its accounts amounts which do not 
reflect actual value. The respondent 
was also ordered to show cause why 
any rate reduction which might be 
found justified by the evidence should 
not be made effective as of January 
1, 1943. 


The Company's Response 

The response filed by the company 
alleges, in substance, that the rates 
now being charged by respondent are 
just and reasonable and that the De- 
partment is without power to make a 
retroactive rate reduction. It denies 
that “original cost” of respondent’s 
electric property, less accrued depre- 
ciation, represents the fair value there- 
of, and denies that “original cost,” 
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less accrued depreciation, should be 
established as the rate base. Respond. 
ent alleges that all items are carried 
in its books at not less than the pres. 
ent fair value and that the Department 
is without power to require respond. 
ent to write any amounts out of its 
books. 


The Interventions 

An intervention was filed by Mr. 
H. K. Cochran for himself and other 
consumers of the Arkansas Power and 
Light Company similarly situated. 
An intervention was also filed by cer- 
tain owners of preferred stock of the 
Arkansas Power and Light Company, 
The questions raised by these inter- 
ventions are substantially the same as 
the issues raised by the Department's 
order and the company’s response 
thereto and will be disposed of in con- 
nection with these findings. 


The Hearings 

Hearings were begun December 7, 
1943; and, with the exception of 2 
brief period during the latter part of 
December, the taking of testimony 
continued with but little interruption 
until May 10, 1944. Thereupon time 
was given to the parties within which 
to prepare and file briefs in the case. 
Oral arguments were heard by the 
Department June 22, 1944. Many 
witnesses testified and the record is 
voluminous, consisting of 4,321 pages 
of testimony and, in addition, 159 ex 
hibits. 
Issues 

While this is primarily a rate ca 
involving the establishment of a rat 
base, a fair rate of return, the scopt 
of the present investigation was mad 
much broader. 

The respondent had not cleared i 
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plant accounts of known, numerous, 
erroneous and inflationary entries, nor 
had it brought its books into conform- 
ity with the Department’s Uniform 
System of Accounts. The Depart- 
ment had not determined the original 
cost of the respondent’s property nor 
allocated that, or any other cost, to 
or between its several utility opera- 
tions. Since these matters are rele- 
vant to the establishment of fair and 
just rates, all of them were brought 
within the scope of the Department’s 
show cause order. This order and 
the response thereto present the issues, 
as follow : 


1. What is the original cost of re- 
spondent’s electric property as that 
term is defined in the Department’s 
Uniform System of Accounts? 

2. Should respondent be ordered to 
adjust its plant and other accounts to 
comply with the requirements of the 
Depariment’s Uniform Sysem of Ac- 
counts? 

3. What disposition should be made 
of the amounts found to be properly 
includible in Account 100.5? 

4. How should the amount found 
to be properly includible in Account 
107—Electric Plant Adjustments, be 
disposed of? 

5. Should the original cost of re- 
spondent’s electric property, less ac- 
crued depreciation, be fixed as its rate 
base; and, if not, how should such 
rate base be determined and what is 
the amount thereof? 

6. Are the rates now charged and 
demanded by respondent unjust and 
unreasonable; and, if so, what are the 
just and reasonable rates which should 
be charged by respondent? 

7. Should the new schedules be 
made retroactive to January 1, 1943? 
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Under this order it is the duty of 
the Department to find and fix the 
original cost of respondent’s electric 
properties; the actual cost thereof to 
the respondent and its affiliates (some- 
times referred to as “system cost”) ; 
the amount at which its electric prop- 
erties have been recorded; to order 
and direct the making of any entries 
necessary to bring its books of ac- 
count into conformity with the De- 
partment’s Uniform System of Ac- 
counts; and to find and fix just, rea- 
sonable, and sufficient rates for re- 
spondent’s electric service. 


Reclassification of Accounts 


At the time respondent took over 
the property for which it was organ- 
ized to acquire and integrate, it did 
not attempt to make any segregation 
upon its books of its plant accounts 
between electric, water, ice, and street 
railway. The reputed costs of these 
various utility properties and of prop- 
erties acquired subsequent to its or- 
ganization were entered in lump-sum 
amounts. When it constructed prop- 
erties, their cost of construction was 
entered in the detailed accounts, ac- 
cording to the system of accounts then 
followed. 

Under the Department’s Uniform 
System of Accounts, the principal 
balance sheet account for Electric 
Plant is Account 100. This system, 
as well as that of the Federal Power 
Commission, provides six subac- 
counts of-Account 100 as follow: 

100.1—Electric Plant in Service 

100.2—Electric Plant Leased to 
Others 

100.3—Construction 
Progress 


Work in 
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100.4—Electric Plant Held for Fu- 
ture Use 

100.5—Electric Plant Acquisition 
Adjustments 

100.6—Electric Plant in Process of 
Reclassification 

The system further provides for one 
other electric account, Account 107— 
Electric Plant Adjustments, and also, 
for Account 108—Other Utility Plant. 

These several subaccounts were 
designed to show the following: 100.1 
to 100.4 inclusive—the original cost 
of electric plant acquired or construct- 
ed; 100.5—the difference between 
original cost and the cost to utility, or 
its affiliates, of electric plant acquired 
as a result of arm’s-length transac- 
tions; 100.6—the amount of plant ac- 
count or utility property in process of 
reclassification; 107—the amount by 
which the recorded cost of electric 


plant at the effective date of the sys- 
tem of accounts differs from the cost 
of such plant to the utility, or its af- 
filiates, which is not recorded in any 
of the subaccounts of Account 100 or 
Account 108. 


In May, 1940, the respondent, pur- 
suant to Electric Plant Instruction 
2-D of the Uniform System of Ac- 
counts prescribed by the Federal Pow- 
er Commission and an order of May 
11, 1937, issued by that Commission, 
filed a report of its studies relative 
to the reclassification of its electric 
plant accounts as of January 1, 1937. 
A copy of this report has been intro- 
duced in this proceeding as Exhibit 
#1. 

The staff of the Federal Power 
Commission began an investigation 
of the respondent’s report in May, 
1941. The Department, at the invita- 
tion of the Commission, assigned 
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members of its technical staff to that 
investigation, and at least one member 
of the Department’s staff remained 
on that assignment throughout the in- 
vestigation. This examination was 
completed by June, 1942, and a copy 
of the tentative draft of the proposed 
joint report was furnished the De. 
partment’s chief accountant for ex- 
amination and criticism. There was 
considerable correspondence, and at 
least one conference, between the 
staffs of the Commission and the De- 
partment. As a result of this con- 
ference, the chief accountant of the 
Department declined to sign the staff 
report as a joint report, but later, fur- 
nished the chief of the Commission’s 
bureau of accounts, finance, and rates, 
a letter, in which he stated that he was 
in agreement with the report as a 
whole but would neither approve nor 
disapprove the individual items of ad- 
justment or their inclusion in the par- 
ticular account to which they were 
assigned. A copy of the staff report 
of the Commission has been introduced 
in this record as Exhibit #105. 

On June 15, 1943, the Commission, 
under its Docket No. IT-5829, issued 
an order directing the respondent, un- 
der oath, to show cause, if any it had, 
within ninety days from that date, 
why the Commission should not, by 
order, find, determine, and direct that 
certain adjusting entries be made in 
the respondent’s accounts. In Sep- 
tember, 1943, the respondent filed its 
response to the Commission’s order 
of June 15, 1943. This response, duly 
verified, has been introduced in this 
proceeding as Exhibit #2. Exhibits 
+1, #2, and #105, together with 
supplementary exhibits, and the testi- 
mony of witnesses in support of such 
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exhibits, constitute the principal evi- 
dence as to the original cost of re- 
spondent’s electric property. Exhibit 
#1 is an original cost study from 
an engineering approach, and is, sub- 
stantially, an original cost appraisal. 
This exhibit will hereafter be referred 
to as the “Engineering Study.” Ex- 
hibit #105 is, in substance, a rejec- 
tion by the staff of the Federal Power 
Commission of this engineering ap- 
proach and will be hereafter referred 
to as the “Staff Report.” Exhibit 


#2 is an original cost study made 
from an accounting approach. How- 
ever, it is replete with engineering ap- 
praisals not considered in Exhibit #1. 
Exhibit ##2 will hereafter be referred 
to as the “Accounting Study.” 


Original Cost 

Original cost is defined by the De- 
partment in its Uniform System of 
Accounts for Electric Utilities as the 
cost of electric plant to the person first 
devoting it to public service. This 
definition is identical with the defini- 
tion of original cost adopted by the 
Federal Power Commission in its 
Uniform System of Accounts for Pub- 
lic Utilities and Licensees. It is also 
identical with the definition in the 
Uniform System of Accounts for Elec- 
tric Utilities recommended by the Na- 
tional Association of Railroads and 
Utilities Commissioners. The term 
“original cost’’ has been discussed ex- 
tensively in this record by several wit- 
nesses. We use the term “original 
cost” as defined by the Department’s 
system of accounts. 

Since it is the duty of the Depart- 
ment to find and fix the original cost 
of the respondent’s properties, it is 
necessary to examine fully these stud- 
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ies together with the other relevant 
evidence. 
Engineering Study of Original Cost 
The Engineering Study was pre- 
pared by the respondent’s staff and 
is, essentially, an original cost ap- 
praisal of the respondent’s electric 
property as of December 31, 1936. 
Estimates of original cost included 
therein were made by valuation en- 
gineers. The record discloses that 
this appraisal was based on a com- 
plete field inventory of respondent’s 
property. | Respondent’s witnesses 
testified that this inventory was un- 
usually accurate. The record in this 
case shows that the inventory was 
checked by the staff of this Depart- 
ment and found to be substantially 
correct. It appears that for the prop- 
erty constructed by the respondent, 
costs as recorded by it, with corrections 
of construction overheads and inter- 
est during construction, were used. 
For properties acquired by the. re- 
spondent as operating units or sys- 
tems, the original cost was estimated 
by using material and labor costs as 
of the nearest determinable date of 
original construction, with estimated 
construction overheads applied there- 
to. No effort was made in this ex- 
hibit, however, to determine the origi- 
nal cost of properties acquired as 
operating units or systems, by sepa- 
rate operating units or systems; nor 
was there any effort made to deter- 
mine the difference, if any, between 
the original cost of such operating 
units or systems and the cost to the 
respondent by such operating units or 
systems. No effort was made in this 
exhibit to determine the cost of its 
electric property to the respondent or 
its affiliates, as required by the Depart- 
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ment’s system of accounts. To the ex- 
tent that these requirements of the 
Department’s system of accounts were 
not met by the Engineering Study, the 
Department must look elsewhere in 
order to make a determination of these 
amounts. 

As stated, Exhibit #1 is an en- 
gineering estimate of the original cost 
of respondent’s electric property as of 
December 31, 1936, and a classifica- 
tion of those costs to primary plant 
accounts, which classification is in 
accordance with the Department’s 
system of accounts. The original cost 
of the electric property, as of Decem- 
ber 31, 1943, has been determined 
by taking the amount shown as the 
original cost as of December 31, 1936, 
adding thereto the cost of construc- 
tion of electric property during the 
period from January 1, 1937, to De- 
cember 31, 1943, inclusive, and de- 
ducting therefrom costs included 
therein for electric property retired 
during that same period of time. Ob- 
viously, a detailed knowledge of the 
actual physical units of property is 
necessary in any attempt to classify 
the cost of that property by primary 
plant accounts. The reclassification 
of the respondent’s electric property 
and the inclusion of the correct 
amounts in the primary plant ac- 
counts, as required by the Depart- 
ment’s Uniform ‘System of Accounts, 
makes necessary such detailed knowl- 
edge. The Engineering Study meets 
the requirements of the Department in 
that respect since the costs were built 
up from a detailed field inventory ot 
the property. 

The respondent insists that, in so 
far as the Engineering Study and sup- 
plementary exhibits, bringing amounts 
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as of January 1, 1937, up to Decem. 
ber 31, 1943, apply to the original 
cost of its electric property, these ex- 
hibits show a reasonably accurate de- 
termination ; and that the method used 
is the only method available that will 
furnish a reasonable estimate. 

The original cost of the respond- 
ent’s electric properties at December 
31, 1943, as shown by the Engineering 
Study, subsequently corrected by ad- 
ditional exhibits, is as follows: 


Account 100.1—Electric Plant 


in Service 
Account 100.3—Construction 
Work in Progress 
Account 100.4—Electric 


Held for Future Use 150,117.58 


$46,670,678.98 


While the Department does not dis- 
agree with the method employed by 
respondent in making the original 
cost determination, it is of the opin- 
ion and finds that these amounts do 
not correctly represent the original 
cost of the respondent’s electric prop- 
erty. Amounts are included therein 
which the evidence shows are properly 
includible in Account 100.5—Elec- 
tric Plant Acquisition Adjustment. 
Amounts are also included therein 
which represent the capitalized por- 
tion of certain fees paid to affiliates. 
These amounts will be discussed later. 
The Staff Report is a report on the 
reclassification and original cost stud- 
ies of the electric plant of the re- 
spondent, as of January 1, 1937, 
which report was prepared by the staff 
of the Commission and shows the re- 
sults of that: staff’s examination of 
the studies of the respondent, which 
have been designated in these pro- 
ceedings as the Engineering Study. 
The Staff Report rejected the re- 
spondent’s original cost and reclassi- 
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fication studies as not meeting the re- 
quirements of the Commission’s sys- 
tem of accounts and its order of May 
11, 1937. This report establishes 
$1,108,440.24 as being includible in 
Account 100.5—Electric Plant Acqui- 
sition Adjustments, and $16,610,196.- 
85 as being includible in Account 107 
—Electric Plant Adjustments. The 
requirements for inclusion of items in 
these two accounts, as provided by 
the Department’s Uniform System of 
Accounts, are substantially the same 
as for the Commission’s Uniform Sys- 
tem of Accounts, and, therefore, no 
distinction between the two systems of 
accounts will be made hereafter in 
this opinion when referring to Ac- 
counts 100.5 and 107. As mentioned 
before, the Department’s chief account- 
ant declined to concur with the details 
of the Commission’s Staff Report, 
even though members of his staff were 
assigned to the joint investigation. 
He did, however, agree that the total 
amount assignable to Accounts 100.5 
and 107 was approximately correct but 
did not agree as to the segregation 
of the total amount as between the 
two accounts. 

The evidence presented in this case 
substantiates the fact that the amount 
properly assignable to Account 100.5 
as well as the amount includible in 


Account 107 differ substantially from. 


the amounts shown in the Staff Re- 
port of the Commission. 


After giving full consideration to 
all of the facts and circumstances, the 
Department finds that the Engineer- 
ing Study, as adjusted by subsequent 
exhibits and testimony, is more re- 
liable than the Accounting Study as 
a basis for the reasonable determina- 
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tion of the original cost of the respond- 
ent’s electric property. 


Accounting Study of Original Cost 

The Accounting Study is the Ar- 
kansas Power & Light Company’s re- 
sponse to the Commission’s order of 
June 15, 1943, to show cause under 
its Docket No. IT-5829. An effort 
was made in this response (1) to es- 
tablish an original cost ceiling from 
the books and records now available 
and (2) to determine the acquisition 
cost of the electric property to the 
respondent or its affiliates. Appendix 
1 to the Accounting Study shows the 
details by which the respondent at- 
tempted to establish an original cost 
ceiling, and Exhibit A to Appendix 1 
to the Accounting Study shows, in de- 
tail, the computations by which the 
cost to the respondent or its affiliates 
was established. 

The preponderance of testimony in 
this proceeding is to the effect that an 
accounting study which will furnish 
a reasonably accurate original cost 
ceiling cannot be made, unless ade- 
quate books and records are avail- 
able. The evidence shows that, in 
the event an acceptable original cost 
ceiling is established by such a meth- 
od, no classification of property by 
primary plant accounts can be made 
therefrom. It is necessary, therefore, 
to resort to an inventory and appraisal 
of the properties, where amounts as- 
signable to the detailed plant accounts 
have been determined, and then al- 
locate the original cost ceiling to each 
plant account on the basis that the 
amount in each account bears to the 
total appraisal of the properties. We 
agree that, if all books and records 
pertinent to the construction and re- 
tirement of electric properties are avail- 
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able, an acceptable original cost ceil- 
ing can be established. These: condi- 
tions do not prevail in this case. The 
record shows that complete informa- 
tion is available as to the cost of con- 
struction by the respondent; but that 
the amounts at which electric prop- 
erty, both acquired and constructed, 
were retired is principally a matter 
of conjecture. As to the construction 
costs and retirement policies of pred- 
ecessor companies of the respondent, 
the evidence shows that practically no 
records of any kind are now available 
and that even the Accounting Study 
is, in fact, principally an engineering 
estimate. 

As mentioned above, Exhibit A to 
Appendix 1 to the Accounting Study 
shows the determination of the acqui- 
sition cost of all the properties to the 
respondent or its affiliates. This ac- 
quisition cost will hereinafter be re- 
ferred to as the “system cost”’ of the 
respondent’s properties. This study 
and subsequent exhibits and explana- 
tions furnish ample information to the 
Department for its use in determining 
the system cost of the respondent’s 
properties, the amount of “write-up” 
carried in the respondent’s books of 
account, and, along with the original 
cost information contained in the En- 
gineering Study, the difference be- 
tween the original cost of the respond- 
ent’s electric property and the system 
cost thereof. , 

The Department also finds that the 
Accounting Study, as adjusted by sub- 
sequent exhibits and testimony, fur- 
nishes the only available basis for a 
determination of the “system cost” of 
the respondent’s total properties, and 
the Department adopts this study, 
subject to further adjustments or cor- 
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rections, as will be discussed later, as 
the basis for determination of system 
cost. 


Finding of Original Cost 

Exhibit #36, which is supple- 
mentary to the Engineering Study, 
shows the original cost of electric 
plant as of December 31, 1943; as fol- 
lows : 


100.1—Electric Plant in Serv- 
$50,939,975.88 


405,426.54 
150,117.58 


Cost of 
$51,495,520.00 


Progress 
100.4—Electric Plant Held for 
Future Use 


Total Original 
Electric Plant 


The following adjustments to the 
above amounts are necessary in order 
to estimate correctly the original cost 
of the respondent’s electric properties: 


(a) Account 303—Miscellaneous In- 
tangible Plant 

[2] This adjustment involves the 
amount of $4,852,102.89, which has 
been included in Account 303—Mis- 
cellaneous Intangible Plant, under Ac- 
count 100.1—Electric Plant in Serv- 
ice. This amount is the adjusted bal- 
ance of $5,264,897.16, which was 
originally assigned to this account in 
the Engineering Study. The respond- 
ent contended that this amount repre- 
sents costs originally incurred by it 
which were essential to accomplishing 
the planned integration of the property, 
just as the new transmission lines and 
substations connecting the property 
were essential from the standpoint of 
the physical development of the inte- 
grated system, so that the cost was an 
original cost. It further contended 
that the object of the investment and 
the result were the creation of a new 
and improved service instrumentality 
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and that the object of the expenditure, 
and the result, are entirely distinct 
from a plan contemplating merely the 
acquisition and continued operation of 
properties in the manner in which they 
were being operated prior to the inte- 
gration. It contended that, in view of 
the fact that the expenditures repre- 
sent the original costs of intangible 
property values created in developing 
an iftegrated system and are necessary 
and valuable as component parts of 
such system, it is properly classified in 
Account 303—NMiscellaneous Intangi- 
ble Plant, under Account 100.1—Elec- 
tric Plant in Service. 


The testimony of the respondent’s 
witnesses is persuasive as to the pru- 
dency of and the necessity for such ex- 
penditures, made in arm’s-length 
transactions, and should not be dis- 
missed from consideration in a rate 
base determination. The Depart- 
ment’s Uniform System of Accounts 
provides that: 

“Account 100.5 is designed to show 
the difference between the cost of the 
utility of electric plant acquired as 
operating units or systems by pur- 
chase, merger, consolidation, liquida- 
tion, or otherwise, and the original 
cost of the plant, due consideration be- 
ing given to any depreciation or amor- 
tization recorded by the accounting 
utility at the date of acquisition.” 

The foregoing provision of its 
Uniform System gf Accounts provides 
that all amounts expended for the ac- 
quisition of operating units of prop- 
erty above the original cost thereof 
shall be included in Account 100.5— 
Electric Plant Acquisition Adjust- 
ments, the Department finds that the 
remaining amount of $4,852,102.89, 
representing miscellaneous intangi- 
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bles, is properly includible in Account 
100.5, and that Account 100.1 should 
be reduced by that amount. 


(b) Organization Expenses 

[3] This adjustment involves $27,- 
261.87, representing organization cost 
actually incurred by Electric at the 
date of organization of the respondent 
for which respondent issued its secu- 
rities but which was not recorded upon 
its books as such. The Department 
finds that this item should be charged 
to Account 301, a subaccount of Ac- 
count 100.1, and credited to Account 
100.5. 


(c) Fees to Affilate 

[4] To Account 100.1 there is 
charged an amount of $78,105.73 
representing that portion of an amount 
of $857,016.03 The amount of $857,- 
016.03 represents amounts paid to af- 
filiates of respondent for supervision 
and construction fees and remaining in 
respondent’s plant account as of De- 
cember 31, 1943. The amount of 
profits realized by the affiliates from 
these fees should be determined (and 
the record is not now sufficient for that 
determination) and charged to Ac- 
count 107. Such portion of the item 
of $857.016.03, as, upon final analysis, 
shall be determined not to have repre- 
sented profit to affiliates shall be 
charged to plant and the amount there- 
of assignable to electric plant shall be 
charged to Account 100.1 and the 
amount assignable to other utility 
properties shall be charged to Account 
108. 


The Department finds, pending final 
determination, that the total amount 
of $857,016.03 shall be charged to Ac- 
count 100.6—Electric Plant in Proc- 
ess of Reclassification, and $788,- 
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105.73 shall be credited to Account 
100.1, and. $68,910.30 shall be cred- 
ited to Account 108. The amounts, 
if any, which upon analysis are found 
to be chargeable to Accounts 100.1, 
107, and 108, respectively, will in- 
crease the amounts hereinafter fixed 
in said accounts. 


(d) Land Costs 

[5] The respondent had appraisals 
made to determine the estimated orig- 
inal cost of various lands it had ac- 
quired for use in electric operations, 
in those cases where the respondent’s 
records did not reflect the original cost. 
In the case of the Little Rock Steam 
Plant site, the site of Little Rock Sub- 
station #1, and the site of the Russell- 
ville Hydro-Electric Plant, these ap- 
praisals were far from accurate. The 
deeds, as reflected from the county 
records, are the best evidence of the 
correct original cost. Substituting 
these correct cost figures for the cor- 
responding appraisal figures used by 
the’respondent results in a transfer of 
$33,700 from Account 100.1 to Ac- 
count 100.5 and a transfer of $6,300 
from Account 100.4 to Account 100.5. 


(e) Interest during Construction on 
Mass Distribution Property 

[6] The respondent has estimated 
that an average period of construction 
of six months was correct in comput- 
ing interest during construction for 
mass distribution property. The rec- 
ord reveals that the majority of this 
construction was in very small, piece- 
meal extensions and that the analysis 
of construction records for 1928 and 
1929 stated by respondent’s witness 
to be typical and used in the develop- 
ment of the Engineering Study, to- 
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gether with an analysis of the con. 
struction records for 1937 through 
1941, reflects that interest was actual- 
ly charged for a period of not more 
than two months on a 6 per cent basis 
per annum. Substituting a two- 
months’ construction period, as reflect- 
ed by the actual construction records, 
in place of the six-months’ period es- 
timated by the respondent, results in| 
a transfer of $90,000 from Account 
100.1 to Account 100.5. 


(f) Interest during Construction— 
Prior to 1927 

[7] The respondent estimated that 
the rate of interest to be charged for 
“Interest during Construction” should 
be 6 per cent for 1927 and subsequent 
periods, and 8 per cent for the period 
prior to that time. The Department 
finds that the 6 per cent rate for the 
period subsequent to 1927 is reason- 
able. The respondent offered little, if 
any, proof to establish the 8 per cent 
rate estimated for the period prior to 
1927, While it is probable that the 
cost of construction money for this 
particular company’s predecessors was 
somewhat higher prior to 1927, it is 
equally probable that the actual cost of 
money was considerably less than 8 
per cent.. The record further shows 
that the actual interest shown on the 
respondent’s books for the period sub- 
sequent to 1927 does not truly reflect 
the actual interest expense incurred. 
In view of these facts, the Department 
finds that the interest rate of 8 per cent 
should be reduced to 64 per cent for 
the period prior to 1927 so as to more 
correctly reflect the “Interest during 
Construction.” This adjustment 
transfers $82,500 from Account 100.1 
to Account 100.5. 
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(g) Omissions and Contingencies— 
Steam Plant Accounts 

The respondent has estimated an 
amount for the item of “Omissions 
and Contingencies” in Accounts 
#312, Boiler Plant Equipment, 
#313, Engines and Engine Driven 
Generators, and +314, Turbo-Gen- 
erator Units. Through some misin- 
terpretation of instructions on the part 
of the respondent’s staff, this estimate 
was admittedly in excess of what was 
actually intended. The adjustment 
necessary to correct this misunder- 
standing transfers $44,000 from Ac- 
count 100.1 to Account 100.5. 


(h) Administrative and Legal Ex- 
pense—Prior to 1927 

[8] The respondent has estimated a 

percentage amount for “Administra- 

tive and Legal Expense” and that per- 

centage varies by years. For the 


period from 1927 to 1937, this per- 
centage was arrived at through an 
analysis of the respondent’s construc- 


tion records. This analysis did not 
eliminate the Electric Bond and Share 
Company fee discussed and eliminat- 
ed elsewhere in this order. The rec- 
ord shows that for the period prior to 
1927, this percentage is purely an es- 
timate and based, in part, if not wholly, 
upon the percentage obtained in the 
subsequent years. The elimination of 
the Electric Bond and Share fee from 
the analysis of “Administrative and 
Legal Expense” for the period from 
1927 to 1937, would substantially re- 
duce the percentages arrived at for 
that period and, in turn, should be re- 
flected in the estimate for prior years. 
The Department therefore finds that 
the weighted average percentage of 
3.76 per cent used by the company for 
[10] 
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the period prior to 1927 should be re- 
duced to 3 per cent. This adjustment, 
together with the elimination of the 
proper portion of the Electric Bond 
and Share fee, will result in an over-all 
percentage for administrative and le- 
gal expense, which the Department be- 
lieves is not unreasonable. This ad- 
justment transfers $90,000 from Ac- 
count 100.1 to Account 100.5. 


Conclusions As to Original Cost 
After giving effect to the foregoing 

adjustments, the Department finds 

that the amounts properly includible 

in Accounts 100.1, 100.3, and 100.4, 

as of December 31, 1943, are as fol- 

low: 

100.1—Electric Plant in Serv- 

i $44,986,829.13 
405,426.54 
143,817.58 


Cost of 


Progress 
100.4—Electric Plant Held for 
Future Use 


Total Original 


Electric Plant $45,536,073.25 


As the result of careful considera- 
tion of the record in this proceeding, 
the Department finds that the original 
cost of the respondent’s electric prop- 
erty, exclusive of amounts which may 
be assignable to Account 100.1 after 
further analyses of the amount as- 
signed by the Department to Account 
100.6, is $45,536,073.25 subdivided 


by accounts as shown above. 


Adjustment of Plant Account 


System Cost 

As mentioned previously, Exhibit 
A to Appendix 1 to the Accounting 
Study with subsequent exhibits and 
testimony which makes certain correc- 
tions to amounts contained therein, 
shows a determination of the cost of 
all of the respondent’s properties to it 
or to its affiliates. 
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This determination of system cost is 
required by the Department’s Uniform 
System of Accounts under balance 
sheet instructions pertaining to Ac- 
count 100.5. These exhibits show the 
system cost of all the respondent’s 
properties as of December 31, 1936, 
to be $57,875,251.66. 

Included in the system cost deter- 
mination are items which merit some 
discussion. One such item is an 
amount of $3,486,678.38, represent- 
ing the amount paid by Electric to 
National for the property of The Ar- 
kansas Central Power Company. The 
staff has caused to be brought into this 
record all available facts which might 
be a basis for holding that this was an 
intercompany transaction, resulting 


in a profit of approximately $1,000,- 
000 to National. The assumption that 
a profit was made by National on the 


transaction is based on a cost assumed 
by an examiner of the Federal Trade 
Commission in his report to that Com- 
mission. The Federal Trade Com- 
mission examiner’s report has been in- 
troduced into this record by the De- 
partment’s staff as Exhibit #146. 
The record discloses that National ac- 
quired the Arkansas Central Power 
Company in an arm’s-length transac- 
tion, along with property in Tennessee, 
Alabama, and Texas, for a lump sum 
price. The record also shows that the 
Arkansas Central Power Company’s 
properties were disposed of by Na- 
tional by a sale to Electric some two 
years after its acquisition and before 
the disposition of any of the other 
properties acquired along with them. 
The evidence discloses that the sale by 
National to Electric was made on the 
basis of a determination of a reason- 
able price as determined by a commit- 
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tee of directors from each of the two 
companies and that this price was the 
estimated cost to National. 

The evidence is undisputed that 
when a lump sum purchase of several 
properties is made, the measure of cost 
of each of the properties lies within 
the judgment of the purchaser. Mr. 
Kleinman, a man of wide experience 
in both regulatory and accounting 
fields, testified that “. the joint- 
cost principles leaves the allocation en- 
tirely in the hands of the company, 
but when it is recorded we, as regu- 
latory Commission accountants, could 
never have criticized their recording 
as being incorrect or inequitable at the 
time they made it and they have no 
right to impeach it now.” 

The evidence also discloses that 
since that sale, or for approximately 
nineteen years, National has consist- 
ently adhered to that determination of 
cost of the Arkansas Central Power 
Company properties. The distribu- 
tion of cost, as shown by Exhibit 
#146, is, admittedly, based on certain 
assumptions of the examiner of the 
Federal Trade Commission and repre- 
sents estimates as to the cost to Nation- 
al for the properties in the lump-sum 
transaction. Therefore, all pertinent 
evidence available pertaining to this 
acquisition has been considered by the 
Department, and it finds that this ev- 
idence is merely suggestive and does 
not afford sufficient ground for hold- 
ing that there was any intercompany 
profit on the transaction and that the 
amount of $3,486,678.38 paid by Elec- 
tric to National is the system cost of 
the properties of the Arkansas Cen- 
tral Power Company. 

Another item included in the sys- 
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tem cost of $57,875,251.66 that de- 
serves some comment is the item of 
$4,325,109.05, representing the esti- 
mated cost of properties in Arkansas 
acquired by Electric from Southern 
Power & Light Company in an arm’s- 
length transaction for a lump sum, 
whereby properties in Arkansas, 
Louisiana, and Mississippi were in- 
volved. The record shows that the 
distribution of the lump sum price paid 
by Electric was examined and ap- 
proved by the chief accountant of the 
Department and that this distribution 
has been accepted and approved by 
other regulatory Commissions having 
jurisdiction over the distribution. The 
Department, therefore, finds, after re- 
viewing all evidence, that the amount 
of $4,325,109.05 represents the sys- 
tem cost of properties in Arkansas ac- 
quired by Electric from Southern in 
that particular transaction. 

Some comparatively small amounts 
originally included in the system cost 
study by the respondent were ques- 
tioned by the Department’s staff and 
that respondent’s witnesses are in sub- 
stantial agreement with the staff. 
These amounts have been excluded 
from the system cost by the Depart- 
ment. 

The Department finds that the sys- 
tem cost of all respondent’s plant at 
December 31, 1936, was $57,875,- 
251.66. 


Excess System Cost over Original 
Cost of All Plant—December 31, 
1936 

As of December 31, 1936, the orig- 
inal cost of the respondent’s proper- 
ties, as shown by the Engineering 

Study, as adjusted, and Appendix 1 to 
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Exhibit 2, and Exhibit #84, is as 
follows: 


Electric Plant 
Water Plant 

Gas Plant 

Railway Plant 
Motor Coach Plant 
Ice Plant 


$36,471,266.44 
3,791,638.01 
1,275,217.91 
3,207,239.47 
111,006.53 
1,037,863.30 
289,474.63 
170,354.33 


$46,354,060.62 


This amount deducted from the 
system cost, $57,875,251.66, as of 
December 31, 1936, leaves a balance 
of $11,521,191.04 as the excess of 
system cost over original cost as of 
that date. For purposes of compar- 
ison we have assigned this total 
amount to Account 100.5. 


Excess Recorded Cost over System 
Cost of All Plant—December 31, 
1936 

The record shows that the Plant Ac- 
count as recorded as of December 31, 
1936, was $65,566,815.26. As of the 
same date the system cost was $57,- 
875,251.66. 

The difference between these two 
amounts of $7,691,563.60 is assign- 
able to Account 107—Electric Plant 
Adjustments. This total of $7,691,- 
563.60, frequently referred to as 
“write-ups,” is composed of the fol- 
lowing items: 

Excess Recorded Cost over Sys- 

tem Cost 

Unrecorded Retirements 

Unamortized Debt Discount and 

Expense 
Discount on Capital Stock 


Capital Stock Expense 
Contingency Reserve 


$2,678,413.12 
605,889.64 


3,947,813.92 
75,814.12 
254,442.06 
129,190.74 


$7,691,563.60 


To the above amount will be added 
all, or a portion of, $857,016.03, 
which has been assigned by the De- 
partment to Account 100.6—Electric 
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Plant in Process of Reclassification. 
The amount assigned by the Depart- 
ment to Account 100.6 represents the 
amount remaining in the respondent’s 
plant accounts as of December 31, 
1943, covering fees paid to affiliates 
by it, discussed in a later section of 
this order. Upon completion of fur- 
ther analysis by the respondent and a 
determination by the Department, 
that portion of the $857,016.03 which 
represents intercompany profits will 
be assigned to Account 107 and the 
remainder will be assigned to Account 
100.1 and Account 108—Other Util- 
ity Plant. The $857,016.03 is com- 


posed of the following items: 
$788,105.73 


Electric Plant 
Gas Plant 


Motor Coach Plant 
Steam-Heat Plant 


$857,016.03 


Total Excess Recorded Cost over 
Original Cost All Plant—Decem- 
ber 31, 1936 

The two adjustment accounts of 
100.5 and 107 total $19,212,754.64 as 
of December 31, 1936, as compared 
with $17,718,637.05 found by the 
Commission’s staff as assignable to 
those accounts, both of which are ex- 
clusive of intercompany profits on fees 
paid affiliates and the determination 
by the Department of an amount of 
$346,500 transferred from Accounts 
100.1 and 100.4 to Account 100.5, 
which has been previously discussed. 
The assignment of the $346,500 to 
Account 100.5 increases the total 
amount assigned by the Department to 
these two accounts, exclusive of inter- 

company profits, to: 


ACCOOHE 100. vais vanes c.s'05 i's $11,867,691.04 
Account 107 7,691,563.60 


$19,559,254.64 
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Additions, Retirements and Adjust- 
ments to Plant Account from 
December 31, 1936, to December 
31, 1943 

From the period of December 31, 
1936, to December 31, 1943, the re- 
spondent has made numerous adjust- 
ments, corrections, and additions to its 
plant accounts. The Department finds 
that during this period the following 
accounting entries were made: 

(1) During the year 1937, an entry 
was made whereby the plant account 
was credited and capital surplus debit- 
ed with $129,190.74 representing a 
balance of a reserve for contingencies 
originally set up by the Arkansas Cen- 
tral Power Company and subsequent- 
ly transferred to capital surplus on the 
books of respondent. 

(2) The evidence discloses that in 
November and December, 1939, the 
respondent adjusted its plant account 
by crediting thereto $3,947,813.92 
and charging the same to Account 140 
—Unamortized Debt Discount and 
Expense. 

Of this amount, $1,767.546 repre- 
sented unamortized debt discount and 
expense with respect to the issuance 
and sale of respondent’s securities. 
The remainder of $2,180,267.92 repre- 
sented bond discount and expense, 
premium, and interest on bonds of 
predecessor companies. The portion 
of these items which had expired and 
which should have been charged off 
prior to the time of making the above 
entry was charged to Account 271, 
Earned Surplus. 

(3) During the years of 1941 and 
1942, the respondent disposed of its 
water and ice properties. The 
amounts assigned by the respondent 
to these properties were: 
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Water Property 
Ice Property 


$5,591,432.58 
1,110,985.78 


$6,702,418.36 


The above amount is $2,971,627.04 
in excess of the consideration received 
for these properties, and that amount 
has been charged to the reserve for de- 
preciation and retirement. 

(4) During the years 1937 to 1943 
numerous additions and retirements of 
plant were made by _ respondent. 
These additions and retirements have 
been made to conform to the costs as 
shown by the original cost studies 
hereinbefore discussed. 

The Department, after analysis and 
careful consideration, finds that: 
$745,017.33 has been credited Account 
100.4—Electric Plant Held for Fu- 
ture Use, and charged to Account 110, 
Other Physical Property. This item 
is discussed elsewhere in this opinion, 
under the topic, “Blakely Dam 
Lands.” 

With the exception of the entry un- 
der (1) above, and the amount of $2,- 
180,276.92 charged to Account 140 
under (2) above, hereinafter express- 
ly dealt with, the accounting entries 
made by the respondent correctly re- 
flect the corrections, adjustments, ad- 
ditions, and retirements that should 
have been made with regard to those 
particular items. 

These entries with such additional 
entries as will be determined by the 
Department, should be and are hereby 
approved. 


Summary Analysis of Plant Account 
at December 31, 1943 

As of December 31, 1943, the re- 

spondent’s plant account was recorded 

at a cost of $63,652,282.28. The 
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amounts included therein are as fol- 
lows: 


Original Cost all Plant 

Excess of System Cost over 
Original Cost 

Plant Account in Process of 
Reclassification 

Unrecorded Retirements 

Excess of Recorded Cost over 
System Cost 

Discount on Capital Stock .... 

Capital Stock Expense 


$50,35 1,320.64 
8,829,386.67 


857,016.03 
605,889.64 


2,678,413.12 
75,814.12 
254,442.06 


$63,652,282.28 


The original cost of the respondent’s 
plant is subdivided as follows: 


Electric Plant 

Gas Plant 

Street Railway Plant 
Motor Coach Plant 
Steam Heat Plant 


$45,536,073.25 
1,312,134.05 
2,521,097.31 
682,357.72 
272,534.14 
27,124.17 


$50,351,320.64 


The excess of system cost of the re- 
spondent’s plant over the original cost 
thereof is subdivided as follows: 

Electric Plant 


Street Railway Plant 
Steam Heat Plant 


$6,821,229.88 
1,882,327.75 
125,829.04 


$8,829,386.67 


With the exception of $745,017.33 
applicable to Blakely Dam Lands, the 
above schedule correctly reflects the 
proper amounts applicable to each of 
the individual accounts to which they 
have been assigned. 


Plant Account As of December 31, 
1936, and As of December 31, 
1943 

A comparison of the Respondents’ 

plant account as of December 31, 

1936, with that of December 31, 1943, 

deserves some comment. This com- 

parison is set up in statement from 
below: 
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12-31-36 

$36,124,766.44 
3,791,638.01 
1,275,217.91 
3,207,239.47 
111,006.53 
1,037,863.30 
289,474.63 
170,354.33 


Original Cost 


Electric Plant 
Water Plant 

Gas Plant 

Street Railway Plant 
Motor Coach Plant 
Ice Plant 


12-31-43 
$45,536,073.25 


1,312,134.05 
2,521,097.31 
682,357.72 


272,534.14 
27,124.17 





Total Original Cost $46,007,560.62 


Excess of System Cost over Original Cost 
Electric Plant 

Water Plant 

Street Railway Plant 

Ice Plant 


$7,461,325.12 
1,799,794.57 
2,399,228.53 
73,122.48 
134,220.34 


$50,351,320.64 


$6,821,229.88 
1,882,327.75 
125,829.04 





Total Excess $11,867,691.04 


$8,829,386.67 





Total System Cost $57,875,251.66 


$59,180,707.31 


Plant in Process of Reclassification 


Excess of Recorded Cost over System Cost 
Excess at Acquisition 

Unrecorded Retirements 

Unamortized Debt Discount & Expense 
Discount on Capital Stock 

Capital Stock Expense 

Contingency Reserve 


Total Recorded Cost 


Total Excess of Recorded Cost over Original Cost 


The above statement shows that 
since December 31, 1936, the respond- 
ent has disposed of approximately 
$7,000,000 of the excess of the record- 
ed cost of its plant over the original 
cost thereof. 

The foregoing comparative tabula- 
tion shows that there still remains in 
the plant account of the respondent 
$3,614,558.94, reptesenting the excess 
of the recorded cost of its plant over 
the System Cost thereof, of which 
amount $75,814.12 represents Dis- 
count on Capital Stock, and should be 
charged to Account 150, and $254,- 
442.06 represents capital stock ex- 
pense and should be charged to Ac- 
count 151— Capital Stock Expense, 
leaving a balance of $3,284,302.76 as 





$857,016.03 


12-31-43 


$2,678,413.12 
605,889.64 


75,814.12 
254.442.06 


12-31-36 
$2,678,413.12 
605,889.64 
3,947,813.92 
75,814.12 
254,442.06 
129,190.74 


$7,691,563.60 
$65,566,815.26 $63,652,282.28 
$19,559,254.64 $12,443,945.61 


the excess of recorded cost over sys- 
tem cost, which the Department finds 
should be classified in Account 107— 
Electric Plant Adjustments. 

The statement also shows that there 
still remains in plant account of re- 
spondent $8,829,386.67, representing 
excess system cost over original cost. 
The Department finds that $6,947,- 
058.92 of this amount (which includes 
$125,829.04 attributable to the steam- 
heat plant) should be classified in Ac- 
count 100.5 and that the remaining 
amount of $1,882,327.75 should be 
classified in Account 108—Other Util- 
ity Plant. The amount of steam heat 
plant is included in Account 100 for 
reasons hereinafter discussed. 

Having found the proper amounts 





$3,614,558.94 
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attributable to the various accounts, 
we summarize the accounts of the re- 
spondent as of December 31, 1943, as 
follows: 


Summary of Above Findings 
100.1—Electric Plant in Service 
100.3—Construction Work in Progress 
100.4—Electric Plant Held for Future Use 


100.5—Electric Plant Acquisition Adjustments 
100.6—Electric Plant in Process of Reclassification 


100 
107 
108 
110 
150 


—Electric Plant 

—Plant Adjustments 

—Other Utility Plant 

—Other Physical Property 

—Discount on Capital Stock 

151 —Capital Stock Expense 

Having determined the amounts 
properly includible in the foregoing 
accounts, it becomes necessary for the 
Department to determine the proper 
accounting principles applicable to Ac- 
counts 100.5 and 107 and make such 
disposition of the amounts in those 
accounts as the Department finds to be 
proper. 


Original Cost Accounting 


Disposition of Amount Charged to 
Account - 107—Electric Plant 
Adjustments 
[9-11] With respect to Account 

107, the Department’s Uniform Sys- 

tem of Accounts provides: 

“The amounts includible in this ac- 
count shall be classified in such man- 
ner as to show the nature of each 
amount included herein and shall be 
disposed of as the Department may 
find or direct.” 


With respect to the amount of $3,- 
284,302.76, heretofore classified in 
Account 107, the evidence discloses 
and the Department finds that it con- 
sists of $605,889.64, which is the 
amount necessary to adjust prior re- 
tirements of property to an original 
cost basis, and that $2,678,413.12 rep- 


resents the difference between the 
amount which Electric paid for the 
property sold to respondent, in arm’s- 
length transactions and the amount re- 


$45,259,363.27 
405,426.54 
143,817.58 
6,947,058.92 
857,016.03 





$53,612,682.34 

3,284,302.76 

6,397,916.83 

27,124.17 

75,814.12 

254,442.06 

corded by the respondent. Based on 

the System of Accounts and evidence 

in the record, the Department finds 

that it should direct and order that the 

amount of $605,889.64 be charged to 

Account 250—Reserve for Deprecia- 
tion or Retirement of Electric Plant. 

With respect to the balance of $2,- 
678,413.12, the respondent takes the 
position that this item does not repre- 
sent a write-up; that the amount at 
which its plant Account was carried on 
its books represented only the trans- 
lation of actual values; that to place 
any lesser amount in the plant account 
would have been an under-valuation 
and writing down its then existing 
and functioning assets; that the orig- 
inal entry represents actual cost, and 
that it actually issued and delivered to 
Electric, in payment for property, 
stocks, and bonds representing the 
amount and that it should remain in 
its plant, account, or at least appear up- 
on its balance sheet, and should not be 
charged off or amortized. 

While it may be true that respond- 
ent, in payment for property, issued 
and delivered to Electric, stocks and 
bonds in said amount, the evidence 
clearly shows that the transaction was 
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not made at arm’s-length and that the 
amount represented a write-up—water 
pumped into the plant accounts and 
capital structure for the purpose of 
enabling Electric to realize a profit. 

The evidence conclusively shows 
that Electric caused the respondent to 
be organized and from organization 
until this date holds the majority of its 
voting stock and has absolute control 
over it. The respondent was organ- 
ized pursuant to a plan whereby it was 
to acquire all the intermingled and in- 
terspersed physical property of several 
corporations and also scattered prop- 
erties then in the name of two indi- 
viduals, nominees of Electric, as well 
as to acquire other properties. All of 
the properties acquired by the re- 
spondent, with respect to which this 
item arose were owned or controlled 
by Electric. 

The evidence further shows that the 
first directors of respondent were 
three Little Rock lawyers associated 
with the general counsel of the new 
company ; that they acted as incorpora- 
tors and after organization immediate- 
ly resigned and Electric selected three 
New York lawyers as directors, all of 
whom were connected with the firm 
that represented Electric. Thereupon, 
these three New York lawyer-directors 
passed a resolution fixing the stated 
value of the securities to be issued and 
delivered to Electric in payment for 
these various properties to be con- 
veyed to respondent. . Apparently no 
appraisal of the properties was made 
and there is no evidence that any data 
were furnished these directors on 
which they could base an opinion as to 
the value of the assets or their costs to 
Electric, which it proposed to convey 
to the respondent for securities. The 


sale and purchase was not between a 
willing buyer and a willing seller, and 
the respondent was not in a position to 
protect its own interest, and those in 
control of its affairs apparently had 
more interest in Electric than in re- 
spondent. The terms and the condi- 
tions of the transfer of the property 
and the issuance and delivery of the 
securities were not only suggested, but 
dictated by Electric. Looking to sub- 
stance rather than form, the transac- 
tion was in reality one in which Elec- 
tric was dealing with itself. The 
amount now under discussion, accord- 
ing to the evidence, represents profit to 
Electric and a fictitious write-up of 
respondent’s plant account. 


Electric was acting more or less in 
a fiduciary capacity in its transactions 
with respondent. It should not be 
permitted to obtain a profit out of 
transactions with a corporation which 
it owned and controlled. Electric, so 
to speak, was trustee for future in- 
vestors in the securities of respondent ; 
and, at the same time, was selling 
properties to it for a profit. 


The language of the late Mr. Justice 
Cardoza may, with propriety, be 
quoted for the purpose of depicting the 
course of conduit which Electric 
should have observed in the organiza- 
tion of, and transfer of property to, the 
respondent. He said: 

“Many forms of conduct permissi- 
ble in a work-a-day world and those 
acting at arm’s-length are forbidden to 
those bound by fiduciary ties. A trus- 
tee is held to something stricter than 
the morals of the market place. Not 
honesty alone, but the punctilio of an 
honor the most sensitive, is the stand- 
ard of behavior. As to this there has 
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developed a tradition that is unbend- 
ing and inviolate.” 

We realize that the terms “write- 
up” or “inflationary items” are ac- 
counting terms which have a relation- 
ship not to value but to cost. From 
the accounting viewpoint items may be 
termed write-ups or inflationary yet 
represent earning power or actually 
existing functioning assets. Respond- 
ent claims that it now has functioning 
assets which exceed in value the actual 
cost to it plus such actual write-ups as 
represented by the item under consid- 
eration. Assuming such to be true, 
we are nevertheless of the opinion that 
such an item has no place in the books 
of a utility, which are records of cost. 


The item under discussion repre- 
sents a fictitious or inflationary write- 
up of plant account and does not repre- 
sent a bona fide cost of property. The 
provisions of the Department’s Uni- 
form System of Accounts requires 
that such items shall be disposed of as 
the Department may find and direct. 
The Department is of the opinion that 
the amount in this account should be 
disposed of immediately. Such treat- 
ment is supported by ample account- 
ing authority. 

The Department finds, therefore, 
that the sum of $2,678,413.12 repre- 
senting the balance remaining in Ac- 
count 107, after the credits hereinbe- 
fore directed have been made, should 
be charged to Account 271 (Earned 
Surplus), or to Account 270 (Capital 
Surplus) if a Capital Surplus is creat- 
ed for that purpose. 


Accounting Principles Applicable to 
Account 100.5 

[12, 13] The Department’s Uni- 

form System of Accounts for Electric 
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Utilities provides for electric utility 
plant accounting on the basis of the 
original cost to the person first devot- 
ing the property to public service. 
Electric Plant Account Instruction 3, 
paragraph A, provides: 

“All amounts included in the ac- 
counts for tangible electric plant, con- 
sisting of plant acquired as an opera- 
ting unit or system, shall be stated at 
the original cost incurred by the per- 
son who first devoted the property to 
utility service. All other tangible 
electric plant shall be included in the 
accounts at the cost incurred by the 
utility.” 

The Department’s order of Novem- 
ber 10, 1943, among other things, re- 
quired the respondent to show cause 
why it should not be required to ad- 
just its accounts to conform to the 
Uniform System of Accounts for 
Electric Utilities as prescribed by the 
Department and to write out or charge 
off any amount or amounts carried in 
its books of account which do not re- 
flect actual values. 

The record in this case shows that 
there is a very sharp conflict of opin- 
ion in the accounting field as to the 
correct original cost accounting princi- 
ples which should be applied with re- 
spect to public utilities. In this case, 
the conflict centers around the ques- 
tion as to the accounting and disposi- 
tion of the amount properly included 
in Account 100.5—Electric Plant Ac- 
quisition Adjustments. 

In support of its contention with 
respect to this highly controversial 
question, the respondent has offered 
in evidence the expert testimony of 
several witnesses who have gained 
national reputation and who are con- 
ceded to be among the leaders in the 
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accounting field. The witnesses for 
respondent on this question were as 
follow : 

Mr. George O. May of New York, 
who is author of “Financial Account- 
ing” and who was formerly the senior 
partner and chief executive of the 
firm of Price, Waterhouse and Com- 
pany. At one time he was consulting 
accountant to the New York Stock 
Exchange. 

Mr. Thomas Henry Sanders of 
Cambridge, Massachusetts, who is 
now professor of accounting at the 
Graduate School of Business Admin- 
istration of Harvard University. He 
is the author of many books, articles, 
and reviews on accounting subjects, 
including “A Statement of Account- 
ing Principles,” in the preparation of 
which he collaborated with Mr. H. R. 
Hatfield and Mr. U. Moore. 


Mr. William A. Paton of Ann Ar- 
bor, Michigan, who is now professor 
of accounting in the School of Busi- 
ness Administration and professor of 
economics at the University of Michi- 


gan. Mr. Paton is the author of 
many books including “Advanced Ac- 
counting” which was published in 
1941. 

Mr. Henry A. Horne of Brooklyn, 
New York, who is a member of the 
firm of Webster, Horne and Blanch- 
ard of New York and who is the 
author of many magazine articles and 
_ pamphlets on matters relating to the 
practices of accounting. 

Mr. Walter B. Cole of Fayetteville, 
Arkansas, who is professor of account- 
ing in the College of Business Admin- 
istration at the University of Ar- 
kansas. In addition to teaching, he 
has been engaged in the practice of 
accounting since 1926. 


Mr. Joe Bond of Little Rock, 
Arkansas, who is a member of the firm 
of Joe Bond and Company and who 
has had considerable experience in the 
regulatory field. He has been active- 
ly engaged in the practice of account- 
ing for many years. He is a member 
of the American Institute for Ac- 
countants and has served as secretary 
of the Arkansas State Society of Cer- 
tified Public Accountants. 

The opposing views were presented 
in this record by Mr. Charles W. 
Smith and Mr. Fred Kleinman who 
testified as witnesses for the Depart- 
ment. Mr. Charles W. Smith is the 
chief of the bureau of accounts, finance 
and rates of the Federal Power Com- 
mission. Mr. Fred Kleinman is 
chairman of the National Association 
of Railroad and Utilities Commission- 
ers’ Committee on Accounts and Sta- 
tistics for Public Utilities. He is also 
chief accountant of the Illinois Com- 
merce Commission. 

The expert accounting authorities 
heard in this proceeding agree that 
the correct basis of accounting for 
recording fixed assets is cost. They 
are also in agreement that this cost 
should be the cost to the accounting 
company. This accounting principle 
being accepted, it seems that there 
should be little difference of opinion 
as to the proper method of accounting 
for the fixed assets of a public utility. 
Such is not the case, however. Charles 
W. Smith and Fred Kleinman, who 
are two of the nation’s foremost pro- 
ponents of the “original cost’ concept, 
take the view that any cost incurred 
by the accounting utility in the acqui- 
sition of utility’ property, which cost 
exceeds the original cost thereof, 
should be amortized. They base this 
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view upon the theory that sound ac- 
counting principles require the amor- 
tization of such items. Mr. Smith 
stated his views of this subject as fol- 
low: 

“When it comes to public utilities 
it seems to me that the case for amor- 
tizing intangibles is conclusive. While 
there may be some doubt about this 
matter in the case of industrials, I do 
not see how there could be any doubt 
in the case of public utilities which de- 
pend for their existence upon fran- 
chises given by the public which is 
subject to regulation, whose intangi- 
bles are really created by the public, 
and whose intangibles would disap- 
pear overnight if the franchises were 
withdrawn or if the regulatory Com- 
mission would fix rates so low as to 
yield an inadequate return thereon. 
Accordingly, instead of offending 
sound principles of public utility ac- 
counting, sound principles of account- 
ing and public policy require the amor- 
tization of such items, in my opinion.” 

Mr. Kleinman was asked the fol- 
lowing question: 

“Do sound accounting principles re- 
quire that an amount properly includ- 
ible in Plant Acquisition Adjustment 
Account be amortized or otherwise 
disposed of ?” 

To this question he made the fol- 
lowing reply: 

“Ultimately, yes. All intangible 
elements of value on a realistic basis, 
giving consideration to the period 
that had elapsed between acquisition 
and the date this writing-off process 
begins. Of course, the best thing is to 
write it off immediately. The tangi- 
ble property and intangible property 
items probably should not be required 
to be written off faster than the prop- 
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erty to which it pertains go out of ex- 
istence.” 

While the above statement is some- 
what ambiguous, the Department is 
of the opinion that it is Mr. Klein- 
man’s intention to support the posi- 
tion of Mr. Smith in this matter. 

Mr. George O. May, witness for re- 
spondent, was asked the following 
question : 

“Would or would not a require- 
ment by a regulatory Commission that 
all amounts in excess of original cost 
be written off, without consideration 
of the cost to the utility or existing 
values, constitute a departure from the 
generally accepted principle of ac- 
counting for fixed assets?” 

To this question, he made the fol- 
lowing answer: 

“Such a requirement would consti- 
tute a definite and unwarranted depar- 
ture from the generally accepted prin- 
ciple of accounting for fixed assets, be- 
cause it would make original cost the 
sole basis of accounting and would 
completely ignore the naturally signifi- 
cant basis which is cost to the present 
accounting unit—corporation or enter- 
prise.” 

Later, in Mr. May’s testimony, he 
made the following statement regard- 
ing the writing off of intangibles: 

“There is no requirement, from the 
standpoint of generally accepted ac- 
counting practice, that the purchase 
costs applicable to intangibles which 
are coterminous with the enterprise 
should be written off. My views on 
writing off intangibles are set forth 
at length in Chapter IX of ‘Financial 
Accounting.’ I can, perhaps, sum- 
marize what I say there as follows: In 
my experience, it is only recently that 
any suggestion has been made that 
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sound accounting theory called for the 
amortization of intangibles which 
have no determinable date of expira- 
tion of life. Accounting makes no 
provision for the hazard that the en- 
terprise as a whole will become eco- 
nomically obsolete. There is no basis 
for making such a provision. If that 
event happens, a large residual book 
value of tangible assets not written off 
through depreciation accounting will 
become valueless, as well as the intan- 
gible assets. There is no provision in 
accounting for this hazard in respect 
of intangible property. It seems, 
therefore, clear to me that there is even 
less justification for any attempt to 
write off intangible values, the life 
of which is coterminous with that of 
the enterprise, through regular 
charges against income.” 

Joe Bond was asked the following 
question : 

“Mr. Bond, in your opinion, do ac- 
counting principles compel or even 
sanction the writing off of any 
amounts in 100.5 which are stated 
therein at cost and represent value?” 


His reply was: 

“No, they do not. As stated before, 
‘Original Cost’ can become the meas- 
ure of the total value of a property 
only under such an edict as would im- 
pose such cost as a permanent limit on 


the value of future benefits. Were 
such a limit imposed, all costs, in ex- 
cess of this amount, would represent 
an account behind which were no 
present or future benefits, and correct 
accounting treatment would require 
that the entire amount be immediately 
written off as worthless. Until such 
value is frozen, however, or until value 
is definitely determined by a limitation 


on future benefits, a write-off of an 
amount segregated in this account is 
contrary to good accounting and vio- 
lates those rules and principles which 
govern the accounting for costs. 

“In spite of established rules gov- 
erning the accounting for costs of 
fixed capital, we find some regulatory 
authorities advocating the write-off 
of amounts segregated in Account 
100.5, without any regard as to 
whether there was or was not any 
value behind these amounts. We even 
find that these authorities go so far 
as to say that such a policy is dictated 
by the fundamental principles of good 
accounting and that the accounting 
profession would sanction, if not dic- 
tate, such a policy; I say with no hesi- 
tation whatsoever that this statement 
is untrue, and further, that any public 
accountant who thoroughly under- 
stands the peculiarities of utility ac- 
counts, and the effects on the industry 
of regulatory restrictions, would dis- 
approve of, and even resist, an attempt 
by management to write off any in- 
tangible of actual value when it is 
stated at actual cost. Accountants 
familiar with regulatory matters have 
always realized that recorded cost was 
one of the factors to be given consid- 
eration in the determination of a rate 
base ever since the Smyth-Ames de- 
cision, and that such rate base actual- 
ly influenced the value of all assets, 
this value representing future earning 
power. These accountants knew, 
therefore, that the writing off of re- 
corded costs, while the values acquired 
by such costs still remained, was 
equivalent to an outright destruction 
of value. No accountant would ever 
be guilty of advocating an accounting 
policy which would have the effect of 
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lessening the value of the assets behind 
the accounts.” 

The foregoing answers represent 
the view of the other accounting wit- 
nesses of the respondent. 

The Department has heard much 
testimony, in addition to the above 
quotations, regarding the original cost 
concept of accounting. It believes 
that this concept, as generally advo- 
cated for accounting in the regulatory 
field of public utility cost accounting, 
is based upon accounting principles or 
conventions evolved from entirely 
different economic concepts and from 
cost accounting in a field unregulated 
except as to competition. The De- 


partment finds that, in so far as strict 
accounting principles are concerned, 
there is ample authority for the amor- 
tization of the cost of intangibles. 
This accounting authority, however, 
does not presume to make the amor- 


tization of intangibles mandatory, 
even in unregulated industries. It 
recognizes the trusteeship of manage- 
ment as the custodian of the funds of 
the particular business. It leaves the 
matter of the disposition of amounts 
carried in the accounts representing 
the costs of intangibles entirely to the 
discretion of that management. Ac- 
counting authority recognizes that ac- 
counting is the recording, classifying, 
and summarizing of costs and in no 
way attempts to account for values, 
except in so far as liquid assets, as dis- 
tinguished from fixed assets, are con- 
cerned. It also recognizes that what- 
ever values exist in an unregulated in- 
dustry remain in that industry, re- 
gardless of the method of accounting 
for the costs thereof. 

There are those who urge that these 
principles do not apply, however, in 
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the regulated field of public utility ac- 
counting. They seek to evaluate the 
properties of public utilities on the 
basis of the original cost of the proper- 
ties used in public service. The De- 
partment finds that this view is not in 
accord with sound accounting prin- 
ciples for the following reasons: 

(1) Accounting for public utility 
plant is on the basis of cost rather than 
value. ; 

(2) Cost of fixed assets, as inter- 
preted by the accountant, is the cost 
to the accounting company, rather 
than cost to some prior owner. 

(3) Accounting for utility property 
on the basis of the segregation of the 
original cost of those properties from 
the cost of acquisition thereof, as re- 
quired by its Uniform System of Ac- 
counts for Electric Utilities, is not in 
violation of sound accounting princi- 
ples. 

(4) The segregation of these costs 
into separate subaccounts of a balance 
sheet account is an expedient to facil- 
itate the supervision and rate regula- 
tion of public utilities. 

(5) Accounting does not attempt to 
determine values of fixed assets. 

(6) Costs representing determined 
values are properly includible in the 
accounts of a utility regardless of the 
intangibility of the asset acquired by 
such cost and regardless of the lapse 
of time between the occurrence of such 
costs and the evaluation of the asset 
acquired. 

(7) The accounting for such costs 
is the accounting by management of 
its trusteeship of funds. 

(8) The disposition of costs of so- 
called intangibles representing de- 
termined value is, primarily, a matter 
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of judgment of management and reg- 
ulatory agencies, rather than a manda- 
tory provision of accounting. 

From the standpoint of established 
accounting principles, therefore, it is 
apparent that an item should not be 
stricken from the record merely be- 
cause it is classified by an accountant 
as an intangible asset. 

While the administration of a sys- 
tem of accounts, by a regulatory body 
may involve other than accounting de- 
termination, it cannot direct a disposi- 
tion of amounts upon the premise that 
it is suggested by sound accounting 
when, in fact, it has no such basis. 
Nor should we require accounting 
which is not in accord with sound ac- 
counting principles and practices. The 
record contains the statement that 
regulatory accounting has more lati- 
tude. To whatever extent this may 


be true, it is not without positive lim- 


itations, and care must be taken not 
to exercise powers which do not fall 
within the accounting field. True, our 
regulatory authority encompasses 
other powers than accounting super- 
vision; yet we cannot legislate away 
existing rights, destroy values, or ad- 
judicate rights and interests between 
persons under the guise of compelling 
uniform or more informative record- 
ing and reporting. 

The Department’s system of ac- 
counts divides the plant account of a 
utility substantially in the same man- 
ner that the Federal Communications 
Commission’s system of accounts 
subdivides plant accounts of telephone 
companies. Also, there is no substan- 
tial difference between the Depart- 
ment’s system and the system of the 
Federal Power Commission. Both 
have an Account 100.5 to which is 
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charged items of the same nature and 
character, and both systems carry like 
provisions with respect to the disposi- 
tion of them. The Federal Communi- 
cations Commission system account 
which corresponds to the Depart- 
ment’s Account 100.5 is Account 
100.4. The Federal Communications 
Commission’s system provides: ‘The 
amounts recorded in this account with 
respect to each property acquisition 
shall be disposed of, written off, or 
provisions shall be made for the amor- 
tization thereof in such manner as this 
Commission may direct.”” (See In- 
struction C—under Account 100.4.) 

In American Teleph. & Teleg. Co. 
v. Federal Communications Commis- 
sion (1936) 299 US 232, 81 L ed 
142, 16 PUR(NS) 225, 230, 57 S 
Ct 170, the telephone companies con- 
tended that Account 100.4, represent- 
ing the difference between the original 
and present cost, was not to be reck- 
oned, either wholly or in part, as a 
statement of existing assets, but must 
be written off completely and that it 
was a mandatory duty of the Com- 
mission to extinguish the entire bal- 
ance recorded in that account. This 
contention was based upon the lan- 
guage quoted above setting forth the 
disposition to be made of the balance 
charged to this account. Based on 
this contention the telephone com- 
panies took the position that the order 
establishing the system of accounts 
was void and ineffective. In dispos- 
ing of this contention, the court said: 

“If Subdivision (C) had the mean- 
ing thus imputed to it there would be 
force in the contention that the effect 
of the order is to distort in an arbi- 
trary fashion the value of the assets, 
but the imputed meaning is not the 
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true one. The Commission is not un- 
der a duty to write off the whole or 
any part of the balance in Account 
100.4, if the difference between origi- 
nal and present cost is a true increment 
of value. On the contrary, only such 
amount will be written off as appears, 
upon an application for appropriate 
directions, to be a fictitious or paper 
increment. This is made clear, if it 
might otherwise be doubtful, by an 
administrative construction. 

To avoid the chance of arlihenideritaied 
ing and to give adequate assurance to 
the companies as to the practice to be 
followed, we requested the Assistant 
Attorney General to reduce his state- 
ment in that regard to writing in be- 
half of the Commission. He did this 
and informs us that “The Federal 
Communications Commission  con- 
strues the provisions of Telephone Di- 
vision Order No. 7-C, issued June 19, 
1935, pertaining to Account 100.4’ as 
meaning ‘that amounts included in 
Account 100.4 that are deemed, after 
a fair consideration of all of the cir- 
cumstances, to represent an invest- 
ment which the accounting company 
has made in assets of continuing value 
will be retained in that account until 
such assets cease to exist or are re- 
tired; and, in accordance with Para- 
graph C of Account 100.4, provision 
will be made for their amortization.’ ” 
(Italics supplied). 

The court then distinguished the 
case before it from the case of New 
York Edison Co. v. Maltbie (1936) 
271 NY 103, 15 PUR(NS) 143, 2 
NE(2d) 277, wherein the court held 
to be void a provision of the New 
York Commission’s system of ac- 
counts which inflexibly required ac- 
counts similar to Account 100.4 of the 
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Federal Communications Commis- 
sion’s system and 100.5 of our system 
to be written off in its entirety out of 
surplus irrespective of whether it 
represented value. 


At the time the Department adopt- 
ed its system of accounts, the Federal 
Communications Commission’s  sys- 
tem had received a construction from 
the Supreme Court of the United 
States, and it must be presumed that 
the Department, when it adopted its 
system, did so in the light of this de- 
cision. 

This decision of the Supreme Court 
of the United States is a construction 
of the Federal Communications Com- 
mission’s system’s provision with re- 
spect to the disposition of the amount 
charged to Account 100.4 of their sys- 
tem to the effect that the amount 
charged to said account shall not be 


charged off or amortized without giv- 
ing consideration to the increment of 
value represented thereby. 


Since the provisions of its system 
with respect to the disposition of the 
amount charged to Account 100.5 is 
substantially, if not exactly, similar to 
the provisions found in the Federal 
Communications Commission’s sys- 
tem with respect to Account 100.4, 
and since the Department’s System of 
Accounts was adopted after the Su- 
preme Court’s construction of the 
Federal Communications Commis- 
sion’s system, the Department believes 
and finds that a proper construction of 
the provision with respect to disposi- 
tion of amounts charged to Account 
100.5 does not require the amount re- 
maining in said account to be charged 
off or amortized, irrespective of 
whether it represents value. 
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Disposition of Amount Charged to 
Account 100.5— 
Electric Plant Acquisition Adjust- 
ment 
[14] The amount of $6,947,058.92 
classified in Account 100.5 as at De- 
cember 31, 1943, represents the dif- 
ference between the original cost of 
respondent’s electric property and the 
amount which Electric, or respondent, 
actually paid for the property as the 
result of arm’s-length bargaining. 
It is readily seen that this item 
stands on a different footing from the 
amounts charged to Account 107. 


This is not only true with respect to 
accounting rules and principles, but is 
true in business morals and in law. 
Account 107 represents what is com- 
monly known as a write-up, while Ac- 
count 100.5 represents part of the 
actual cost to respondent of its prop- 


erty. 

Those who would charge off or pro- 
vide for amortization of the balance 
remaining in Account 100.5 insist 
that such should be done because it 
represents payment for so-called in- 
tangible values. While it is true that 
the item may represent an intangible, 
that fact, of itself, does not demand 
that it be given the treatment sug- 
gested. 

In the opinion of the Department 
the provisions of its Uniform System 
of Accounts were: designed and in- 
tended to preserve rather than destroy 
evidence of cost incurred as the result 
of an arm’s-length transaction, and do 
not require or permit arbitrary ad- 
justments of accounts of the respond- 
ent or any other public utility which 
have the effect of destroying existing 
valid property rights. It, therefore, 
concludes that under its system of ac- 


counts no amount charged to Account 
100.5 should be eliminated, if such 
costs are supported by value. 

[15, 16] Let us now consider the 
question as to whether or not there 
are values behind the amounts now 
classified in Account 100.5. An in- 
crement of value of property is any 
fact or circumstance which makes 
that property more useful and more 
serviceable to the owner, and, in the 
case of property devoted to a public 
service, that which enables its owner 
to render better, more efficient, and 
cheaper service to the public. 

The evidence is conclusive that the 
purpose of Electric and the respond- 
ent in acquiring the properties was to 
physically and corporately integrate 
them into one codrdinated system, 
pursuant to a plan theretofore adopted. 
It is unreasonable to assume that the 
predecessor owners of these properties 
would have sold them at a price rep- 
resenting a mere return of the actual 
cost to them of the physical properties. 
It is therefore reasonably certain that 
had the purchase price of the proper- 
ties been limited to their original cost, 
neither respondent nor Electric could 
have acquired them for any purpose. 
As long as these properties were di- 
versely owned and operated they 
could not have been integrated, phys- 
ically or corporately, unless all of 
their several owners agreed. Human 
experience teaches, even though it 
would have been possible to have 
reached an integration agreement, with 
respect to all of the severally and di- 
versely owned properties, it would not 
have been practical. 

It is obvious that it is impossible 
under any theory of accounting to 
purge all intangible value from the 
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records of a utility. Clearly intangible 
value exists in a rate base in a utility 
property—whether or not its presence 
be recognized as such. In fact, in any 
operating utility there is complete in- 
separability of tangible and intangible 
values. 

Common ownership of these sepa- 
rate properties was necessary before 
integration was possible. Since Elec- 
tric could not have purchased these go- 
ing businesses and properties at their 
original cost, the amount paid for the 
properties, in excess of that figure, 
must be treated as a part of the cost 
of the entire integrated system, includ- 
ing the cost of all acquired intangibles. 
The question for determination, there- 
fore, is whether cost of the right to 
integrate those going concerns and 
properties and to acquire the gross 
businesses, the customers and other 
intangible values acquired and exer- 
cised under the circumstances here in 
evidence, is an asset of such value, or 
such an increment to value, as to 
justify this cost. If these rights and 
these intangibles are now actual as- 
sets of continuing value, and were of 
such value at the time the cost was 
incurred, the amount assigned to Ac- 
count 100.5 on account thereof should 
not be charged off. 

It should not be necessary to enter 
into an exhaustive explanation of the 
benefits of physically integrated elec- 
tric property. The development of 
the utility industry has been influenced, 
and the art has been advanced, more 
by the recognition of the values and 
extended use arising from wise and 
economical integration than, perhaps, 
any other factor. The Congress, by 
§ 202(a) of the Federal Power Act, 
clearly recognized that integration of 

[11] 
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electric properties is definitely in the 
public interest. 

A very clear statement and explana- 
tion of the value and benefits of inte- 
gration of separate electric properties 
is found in an address of Honorable 
Basil Manly, vice chairman of the 
Federal Power Commission, made be- 
fore the World Power Conference in 
1936. In part, he said: 

“When two companies or a group 
of companies pool their generating 
facilities, less reserve capacity is re- 
quired. Independent operation neces- 
sitates a reserve sufficient to protect a 
system against a major outage. A 
coincidence of such outages, however, 
in two or more systems, is highly 
improbable, so that the total reserve 
of the interconnected group becomes 
less. It brings about a saving 
in generating capacity amounting to 
the difference between the sum of the 
demands of each system, and the new 
maximum demand upon the combining 
of the loads of the codrdinated sys- 
tems. In a major emergency, the 
value of interconnection cannot be 
weighed in mere dollars. And 
in time of war, the very safety of the 
nation might conceivably depend upon 
the extent and character of the net- 
works which would permit one region, 
with heavy industrial demands for 
power, to draw upon the generating 
plants of neighboring regions.” 

The daily experience of this nation’s 
war industries proves that Mr. Man- 
ly’s words were, indeed, prophetic. 
Integration of electric systems has ac- 
celerated the production of war mate- 
rials—not by days or months, but by 
the years that would have been re- 
quired to build the necessary generat- 
ing facilities to carry that load. In- 
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tegration has tended to shorten the 
war. The present emergency only 
emphasizes the inherent public ad- 
vantages of integration in times of 
peace. 

Prior to the program of acquisition, 
construction, and integration which 
resulted in the creation of the pres- 
ent electric system of respondent and 
its organization, the electric industry 
in this territory was in a pioneer 
and substantially undeveloped stage. 
This is made apparent by a comparison 
of the facilities in service in April, 
1925, with the service and facilities 
shown at the end of what may 
be appropriately called respondent’s 
major development period, the year 
1929, The integration of the prop- 
erties has been of substantial benefit 
to the public of the areas served now 
by respondent. 

The evidence further shows that the 
integration was not the result of for- 
tuitous circumstances. The new en- 
terprise was planned and promoted 
for the purpose of developing the ter- 
ritory. 

The Department finds that these re- 
sults could not have been obtained by 
respondent, or by anyone else, except 
through integration of the physical 
properties acquired by it as independ- 
ent operating units. The evidence is 
further conclusive that neither re- 
spondent, nor anyone else, could have 
successfully integrated and operated 
the properties and obtained these re- 
sults except through common owner- 
ship thereof, and that such ownership 
could not have been acquired if re- 
spondent, in acquiring the properties, 
had been limited in the price paid to 
a mere return to the various owners 
55 PUR(NS) 


of the original cost of the physical 
properties. 

After consideration of all the facts 
and circumstances, the Department 
finds that the respondent actually ex- 
pended the item of $6,947,058.92, 
heretofore found to be chargeable to 
Account 100.5, and that it represents 
value as of the date it was expended, 
and that such value existed and was 
inherent in respondent’s electric sys- 
tem on December 31, 1943; and, 
therefore, the amount of said item 
should not be charged off or amor- 
tized, and should now be recognized 
and included as a part of the valid 
and present existing assets and values, 
except as follows: 

We have discussed generally the 
amounts properly includible in Ac- 
count 100.5, Electric Plant Acquisi- 
tion Adjustment, and the proper dis- 
position of such amounts. Included 
in Account 100.5 is $904,116.10, 
which represents the increase in struc- 
tural value of existing physical prop- 
erties over the original cost of such 
properties, as claimed by respondent. 

While the Department does not be- 
lieve that it is practicable at this late 
date to determine what portion of the 
excess of system cost over original 
cost, represents the cost assigned by 
the purchaser to physical property ac- 
quired, still the Department will treat 
the respondent’s claim for such in- 
creased structural value as an admis- 
sion against its interest. 


The Department finds, therefore, 
that the $904,116.10 included in Ac- 
count 100.5 and attributable to in- 
creasé in structural value should be 
amortized in the same ratio and at the 
same time as the physical property to 
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which it is attached is depreciated or 
retired. 


Other Accounting Adjustments 


Unamortized Debt Discount and Ex- 
pense 

[17] As heretofore referred to, the 
evidence discloses that in 1939 the re- 
spondent adjusted its plant account by 
crediting thereto $3,947,813.92 and 
charging the same to Account 140 
(Unamortized Debt Discount and Ex- 
pense). Of the above amount, $1,- 
767,546 represented unamortized debt 
discount and expense with respect to 
the issuance and sale of respondent’s 
securities. The remainder thereof, to 
wit: $2,180,267.92 represented bond 
discount and expense, premium and 
interest on bonds of predecessor com- 
panies. The portion of these items 
which had expired and which should 
have been charged off prior to the 
time of making the above entry was 
charged to Account 271 (Earned 
Surplus). 

The Department is of the opinion 
and finds that the item of $2,180,- 
267.92 representing bond discount, ex- 
pense, premium, and interest on bonds 
of predecessor companies should not 
have been charged to Account 140. 
The system of accounts contemplates 
that there should only be charged to 
this account such items as represent 
discount and expenses suffered and 
incurred by a utility with respect to 
the issuance and sale of its own se- 
curities and not those of its predeces- 
sor companies, unless such securities 
are assumed by the utility. 

Since this item was charged to Ac- 
count 140, the proof shows that it 
has been reduced through amortiza- 
tion charges below the line, and that 
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there remains in Account 140, as at 
December 31, 1943, only $815,546.70 
of the $2,180,267.92 charged thereto 
in 1939. 

The Department finds that it should 
order and direct respondent to credit 
to Account 140 and charge to Ac- 
count 271 (Earned Surplus) or the 
Account 270 (Capital Surplus), if a 
capital surplus is created for that pur- 


pose, the sum of $815,546.70. 


Distribution of Balance in Reserve for 

Depreciation 

[18] It appears to the Department 
that the respondent has heretofore 
carried the reserve for depreciation 
and retirements of all of its properties 
in Account 250 (Reserve for Depre- 
ciation or Retirement of Electric 
Property) and that the balance in this 
account at January 1, 1944, was $7,- 
104,219.22 and that said balance 
should be segregated, leaving in said 
Account 250 only that portion of the 
reserve applicable to the electric prop- 
erty. 

The Department therefore finds 
that the respondent should be ordered 
and directed to charge said Account 
250 with $1,949,592 and credit the 
same to Account 253 (Reserve for 
Depreciation or Retirement of Other 
Property) and of the amount of $1,- 
949,592, $1,817,422.89 and $132,169.- 
11 should be earmarked respectively 
as applying to Street Railway and 
Motor Coach Property and Gas Prop- 
erty. 


Rate Base 


The Department is empowered to 
“find and fix just, reasonable, and 
sufficient rates to be thereafter ob- 
served, and enforced and demanded 
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by any public utility.” Section 19, 
par. 1, Act 324, 1935. 

It is necessary, in determining the 
reasonableness of the rates, to fix the 
amount—a rate base—upon which the 


utility is to be allowed a return. 


The statutory powers above quoted 
have been construed by our court in 
the case of the Department of Public 
Utilities v. Arkansas Louisiana Gas 
Co. (1940) 200 Ark 983, 36 PUR 
(NS) 41, 44, 45, 142 SW(2d) 213. 
‘The court said: “. It is a very 
comprehensive act of seventy-one sec- 
tions giving to the Department broad 
and comprehensive powers. It was 
established by the legislature to act 
for it, and it has the same power a 
legislature would have, it acting with- 
in the power conferred by the act. 
. . . if the Department’s order is 
supported by substantial evidence, free 
from fraud, and not arbitrary, it is the 
duty of the courts to permit it to 
stand, even though they might disagree 
with the wisdom of the order. In 
such a case our judgment will not 
be substituted for that of the Depart- 
“ment.” 

The response in this cause alleges a 
violation of the Federal Constitution. 
Therefore the holdings of the United 
States Supreme Court must be con- 
sidered. Its latest opinion is Federal 
Power Commission v. Hope Nat. Gas 
Co. decided January 3, 1944, 320 US 
591, 88 L ed 276, 51 PUR(NS) 193, 
64S Ct 281. On page 283 of 88 L ed, 
51 PUR(NS) at p. 200 is found the 
following language: “ . . . the 
Commission’s order does not become 
suspect by reason of the fact that it is 
challenged. It is the product of ex- 
pert judgment which carries a pre- 
‘sumption of validity. And he who 
$5 PUR(NS) 


would upset the rate order under the 
act carries the heavy burden of mak- 
ing a convincing showing that it is 
invalid because it is unjust and unrea- 
sonable in its consequences.” Thus 
apparently the decision of our court 
and the Federal court are in harmony 
in this regard. 

In the Hope Case, supra, the court 
further said: “It is not theory but 
the impact of the rate order which 
counts. If the total effect of the rate 
order cannot be said to be unjust and 
unreasonable, judicial inquiry under 
the act is at an end. Rates 
which enable the company to operate 
successfully, to maintain its financial 
integrity, to attract capital, and to 
compensate its investors for the risks 
assumed, certaintly cannot be con- 
demned as invalid, even though they 
might produce only a meager return 
on the so-called ‘fair value’ rate base.” 
(51 PUR(NS) at pp. 200, 202.) 

In exercising the very broad pow- 
ers conferred by our statute and inter- 
preted by our courts, we are impressed 
with one of the last public statements 
made by the late Joseph B. Eastman, 
who for twenty-five years was a mem- 
ber of the Interstate Commerce Com- 
mission, when, in discussing desirable 
attributes of members of the regulatory 
tribunals, said: “Zealots, evangalists, 
and reformers have their place before 
a tribunal, but not on it.” 

In this record there are three prin- 
cipal methods of rate base determina- 
tion offered for our consideration. 
These will be considered seriatim. 


Original Cost Depreciated As a Rate 
Base 
[19, 20] Most of the properties of 
the respondent were dedicated to pub- 
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lic service at a time when there was no 
Uniform System of Accounts requir- 
ing division of plant account as in the 
current systems of both the Depart- 
ment and Commission. Each utility 
in the state therefore kept its books 
as the owner determined. 

The Department, in adopting its 
Uniform System of Accounts, realized 
that it was not possible in many in- 
stances to determine absolutely the 
original cost of plant from the records 
kept theretofore by the utilities, and 
provided that if original cost were not 
known, it might be estimated. This 
fact was likewise recognized by the 
Federal Power Commission and _ its 
System of Accounts has a similar pro- 
vision. 

The original cost adopted in this rec- 
ord is estimated. While the Depart- 
ment believes—or it would not have 


approved the same—that it is as near 
the actual original cost as could be 
determined at this time from the avail- 
able records and evidence, neverthe- 


less it is an estimate. The weight to 
be given estimated reproduction cost 
new appraisals in determination of a 
rate base is discussed under a subse- 
quent topic of this opinion. What is 
there said about the probative value 
of estimates is equally applicable to an 
estimate of original cost. 

The advocates of original cost as a 
rate base contend that all.arm’s-length 
profit made by the dedicating owner 
or any subsequent owner should be 
eliminated from consideration in the 
tate base, upon the theory that such 
arm’s-length profit represents “in- 
tangibles,” and that intangibles should 
not be recognized in the rate base. 

We believe that the fallacy of ex- 
cluding arm’s-length profit from rate 
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base determination can be demonstrat- 
ed by the following illustration. As- 
sume that a utility plant is constructed 
at a cost of $1,000,000. That the day 
before it is dedicated to public serv- 
ice it is sold for $1,100,000. That the 
purchasers dedicated it to public serv- 
ice. The purchaser would put it on his 
books at an original cost of $1,100,- 
000, because it had not been dedicated 
prior to his acquisition. 

Assume the same conditions except 
that the utility was sold the day after 
its dedication to public service. In the 
latter instance the purchaser would put 
it on his books at an original cost of 
$1,000,000, and enter $100,000 in 
Account 100.5—Acquisition Adjust- 
ment—and would be required to 
charge off or amortize the $100,000. 

We cannot see why the arm’s- 
length profit to the seller in the one 
instance should be eliminated from the 
rate base, and in the other instance 
be included. 

The proponents of original cost per- 
mit the inclusion of profits made by 
the constructing contractor and the 
supplier of materials. We fail to see 
any difference in the profit realized 
at arm’s-length by the dedicating own- 
er of the utility from any other profit. 

There is an implication in this con- 
tention that there is something im- 
proper in arm’s-length profit. This 
probably arises from differing con- 
cepts of value. 

A. T. Hadley, as quoted by Web- 
ster’s International Dictionary, 1937 
Edition, under its definition of value, 
states: ‘The commercial er competi- 
tive theory bases value upon what the 
buyer is willing and able to offer for 
an article. The socialistic theory 
bases value on what the article has 


55 PUR(NS) 





ARKANSAS DEPARTMENT OF PUBLIC UTILITIES 


cost the seller in the way of toil or 
sacrifice.” 

Our institution and economy were 
originated and developed under the 
commercial or competitive theory com- 
monly referred to as private enter- 
prise. The protagonists of the social- 
istic concept advance interesting argu- 
ments, some of which blindly ignore 
human nature elements—for their 
position. However, until the major- 
ity of our people have been convinced 
of the soundness of their views, and 
until the socialistic concept has been 
adopted into our government and econ- 
omy, our actions and _ procedures 
should be based upon the commercial 
or competitive theory. 

There is another inherent fallacy in 
the original cost concept when con- 
sidered as a measure for determining 
the value of a rate base. It is this: 
Costs—original or otherwise—are in- 
curred; only value is transferred. If 
original cost cannot be transferred, 
why should it be given any greater 
significance than that of its original 
purpose, namely, an accounting con- 
trol? 

The proponents of original cost as 
a rate base state that allowance for 
the intangibles should be considered 
in the rate of allowable return. They 
point out that 7 per cent on $6 yields 
the same amount of money—42 cents 
—as 6 per cent on $7. While this is 
true to the extent of the return re- 
ceived, it is unsound because the in- 
vestor is entitled to have his invest- 
ment recognized as such, and to re- 
ceive a return thereon. It would be 
impossible for the investor to have his 
total investment returned to him, un- 
der the original cost doctrine. 

With these general observations 
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with respect to original cost, we now 
turn to the facts in the present case. 
The evidence shows that the present 
integrated system of the respondent 
consisted originally of many small, 
separately operated and scattered 
plants and systems. These were ac. 
quired by the respondent, a new enter. 
prise organized for the purpose of 
carrying out the plan of integration, 
and at prices in excess of their esti- 
mated original cost. It is reasonably 
certain that they could not have been 
acquired by the respondent nor anyone 
else, at their original cost because 
human experience teaches that men 
are loath to sell, unless a profit can be 
realized. Likewise, if it had been 
known at the time these properties 
were acquired that the purchaser 
would not be allowed to earn a return 
on the excess of original cost, but 
must treat such excess as a total loss, 
no prudent man would have made an 
investment under the circumstances. 

The evidence is undisputed that 
Electric and respondent paid for the 
properties $6,947,058.92 in excess of 
their original cost; that this payment 
was made as a result of arm’s-length 
transactions; that the investment was 
made in good faith, and appeared at 
the time to be prudent. The results 
following the fulfillment of the plan 
of integration have fully justified the 
expenditure. To now deprive the re- 
spondent of this investment, after the 
benefits of the plan have been realized 
and enjoyed by the public for more 
than twenty years, would deprive the 
respondent of its property without due 
process, as the .state and National 
Constitutions were construed, under- 
stood, and applied when the invest- 
ment was made. 
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The record shows that throughout 
the years since integration, the divi- 
dends paid on respondent’s common 
stock have averaged not more than a 
fair return. It shows that none of the 
excess investment over original cost 
has been recouped by the respondent 
or its stockholders. The adoption of 
original cost would deprive respond- 
ent’s investors of this investment, and 
in effect would amount to the taking 
of the investor’s money without due 
process. 

Since this excess of investment over 
original cost was prudently made, has 
resulted in public benefits, and has not 
been recouped by the investors, and 
today represents existing and func- 
tioning values, the Department finds 
that it would be economically unsound 
and morally wrong to exclude the 
arm’s-length excess over original cost 
from the rate base. The Department 
therefore will not adopt original cost 
depreciated as a rate base. 


Reproduction Cost New Less Depre- 
ciation 
[21] The respondent urgently in- 


sists that dominant consideration 
should be given to reproduction cost 
new, less depreciation, in the deter- 
mination of its rate base. It urges 
that a conservative type of appraisal 
was submitted. It insists that the ap- 
praisal was carefully prepared. The 
Department staff checked respondent’s 
inventory and found it to be reason- 
ably accurate. Respondent contends 
that the labor costs and labor over- 
heads for distribution property were 
checked and confirmed by independ- 
ent contractors, and that the basis of 
pricing—July 1, 1941—-was conserva- 
tive, since prices had advanced ap- 
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proximately 10 per cent since that 
date. 

The Department nevertheless does 
not feel justified in giving dominant 
consideration to the reproduction cost 
in establishing a rate base for the fol- 
lowing reasons: labor and labor over- 
head prices used in the appraisal were 
based to a large extent on the com- 
pany’s experience. In developing the 
distribution of labor costs, respondent 
claims to have selected large jobs dur- 
ing a certain period, but it is the De- 
partment’s opinion that the costs as 
developed by respondent are not rep- 
resentative of the costs which would 
be experienced in wholesale construc- 
tion such as is contemplated in re- 
production cost new appraisals. 

For example, the jobs used for de- 
veloping labor costs appearing in the 
city of Little Rock showed only 23 
meters installed, out of a total of 
more than 20,000, or about 1/10 of 
1 per cent. The record clearly shows 
that an error of $2.30 upon the 23 
meters used as the basis, would be 
magnified to an error of $3,394.67 
when applied to the total number of 
meters, after the application of over- 
head and price indices in bringing the 
labor cost to July 1, 1941, price level. 
The possibility of discrepancies by rea- 
son of small sample used in the re- 
spondent’s analysis of labor costs is 
clearly demonstrated by this and simi- 
lar disclosures in the record. Piece- 
meal construction is more expensive 
than wholesale construction assumed 
in a reproduction cost new appraisal. 

Respondent’s witnesses admitted 
that equally competent engineers would 
vary from 5 to 10 per cent in their 
reproduction appraisals. When con- 
sidered in connection with this amount 
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of property here involved this would 
amount to a variation of estimates so 
great as to discredit their value as ac- 
curate estimates of a rate base. 


Another objection to the reproduc- 
tion cost new method is that the rate 
base would be in a constant state of 
flux. If the respondent were allowed 
the unearned increment resulting from 
the rise in price, justice would require 
that the ratepayers should be allowed 
the decrement of falling prices. A rate 
base should be more stable, and should 
not be markedly influenced by eco- 
nomic conditions. 


Reproduction cost new appraisals 
are estimates. The record shows that 
even contractors bidding under the 
same economic conditions upon the 
same specifications vary as much as 
100 per cent in their estimates. This 
evidence is from two of respondent’s 
witnesses. In obtaining prices of 
material, prices are often quoted by 
manufacturers with the statement 
that they are for appraisal purposes 
only. There is no assurance that the 
quoted prices are as low as they would 
be under competitive bidding. The 
estimates of labor costs, performance, 
and efficiency of labor often vary 
widely. 

There is considerable question 
whether the property would be repro- 
duced as it is today. Some of the 
small power plants are old and com- 
paratively inefficient, and would not be 
rebuilt as they exist if the property 
were actually to be reproduced. 


Likewise, in considering reproduc- 
tion cost, the present depreciated con- 
dition of the property must be taken 


into consideration. This again in- 
volves estimates which vary widely. 


As to depreciation, which is discussed 
elsewhere, the record shows that wit- 
nesses who testified on this subject 
differ substantially in their estimates. 

The foregoing reasons are but few 
among many which might be discussed 
as to why reproduction cost new 
should not be given dominant consid- 
eration in establishing a rate base in 
this case, and the Department there- 
fore will not give it such considera- 
tion. 


Accrued Depreciation 

[22-24] Depreciation is defined in 
the “Uniform System of Accounts for 
Public Utilities—Electric,” as pro- 
mulgated by this Department, as fol- 
lows: 

“Depreciation, as applied to depre- 
ciable electric plant, means the loss in 
service value not restored by current 
maintenance, incurred in connection 
with the consumption of prospective 
retirements of electric plant in the 
course of service from all factors caus- 
ing the ultimate retirement of the prop- 
erty and against which the utility is 
not protected by insurance. Among 
the causes to be given consideration 
are wear and tear, decay, action of the 
elements, inadequacy, obsolescence, 
requirements of public authority, fire, 
tornado, and other casualties.” 

“Accrued depreciation,” under the 
above definition, represents the total 
accrued loss in service value of phys- 
ical property as of a given date as dis- 
tinguished from “annual deprecia- 
tion,” which represents the loss in 
service value during a specified period 
of one year. 

A considerable portion of the rec- 
ord in this case is directed to the ques- 
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tion of accrued depreciation as apply- 
ing to reproduction cost. The wit- 
nesses for respondent, while agreeing 
that it is practically impossible to de- 
termine with entire accuracy the loss 
in service value of physical property, 
have presented two estimates of ac- 
crued depreciation. One estimate was 
determined on what is commonly 
known as the “observed condition 
method.” The other was based on 
what purports to be the “present worth 
method.” 


The observed depreciation method 
is a determination of loss of service 
value by an inspection of the property 
items and an analysis of past opera- 
tions of the company, its maintenance 
policy, the age of the property, and 
other available information. This 
method represents an estimate only; 
and, when applied to properties such 
as those under consideration in this 
case, means nothing more than the 
application of the intuition of the 
person making the estimate. The De- 
partment finds that the application of 
the observed depreciation method, as 
reflected by the record in this case, 
was obtained by a fallacious process 
of analysis. 


The present worth study of depre- 
ciation presented by the respondent 
was based upon a determination of the 
present worth of the probable future 


service life of the property. How- 
ever, the Department’s definition of 
depreciation required the consideration 
of the present operational value of the 
probable future service life, and the 
Department finds that, in this respect, 
the study presented by the respondent 
is not complete. 

In the respondent’s study there 
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were available mortality statistics on 
approximately 20 per cent of the prop- 
erty and such statistics were used and 
form a reliable basis for determining 
the future life characteristics of this 
portion of the property. However, it 
was necessary to estimate the life ex- 
pectancy of the remaining 80 per cent 
of the property, and the uncertainties 
of estimates on such a large proportion 
of the property produces an over-all 
result which is more or less conjec- 
tural. 

The application of the two methods 
described above resulted in amounts 
of accrued depreciation as applying to 
reproduction cost which differed by 
approximately $300,000, which varia- 
tion, in itself, is evidence of the unre- 
liability of accrued depreciation esti- 
mates. 

Both of the estimates by the re- 
spondent were made in connection 
with a “property value” approach to a 
rate base, and are indicative of the un- 
certain and conjectural nature of all 
such studies. 

We have been impressed with the 
conflicting and confused ideas prev- 
alent on the subject of depreciation, 
not only as they appear in this record, 
but as they appear in current litera- 
ture and discussion on the subject. 
Two of the major points of confusion 
seem to result from fallacious pre- 
sumptions which are as follow: 

First, that maintenance and depre- 
ciation are independent of each other. 
The term “depreciation” is defined in 
the System of Accounts as heretofore 
quoted as “ the loss in— 
value (of depreciable electric plant) 
not restored by current maintenance 
—.”’ Thus maintenance and deprecia- 
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tion are, we think, quite properly com- 
bined. Obviously, an imperfectly 
maintained property loses value, much 
more rapidly than a property ade- 
quately maintained. The record shows 
that from the viewpoint of actual 
operations, maintenance, and depre- 
ciation are not only interrelated, but 
inseparable. Any method of separa- 
tion is arbitrary and imperfect. 

Second, that existing depreciation 
can be accurately measured. We are 
asked to believe that existing depre- 
ciation in an item of property can be 
determined by inspection, or by com- 
plicated mathematical formulae which 
have for their fundamental com- 
ponents, estimates derived from ob- 
servation. It is apparent that no 
method, regardless of how sound in 
reasoning it may be, can be accurate, 
except by accident, when the basic 
figures to which the method is applied 
are largely estimates. This particular 
case is typical rather than exceptional, 
in that depreciation of either the en- 
tire property, as was the case with the 
observed depreciation study, or a 
large proportion of the property, as 
was the case with the present worth 
study, is either directly or indirectly 
estimated. 

The determination of accrued de- 
preciation is open to the additional ob- 
jection that it varies, from time to 
time, depending upon the state of the 
art, the maintenance policy of the 
company, the accounting policy of the 
company with respect to arbitrary 
separation between maintenance and 
depreciation, and perhaps other fac- 
tors. It is the opinion of the Depart- 
ment that a determination of exist- 
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ing depreciation is as illusory and con- 
jectural as is the determination of a 
reproduction cost new appraisal. 

It is sometimes contended that de- 
preciation is, in fact, the amortization 
of property and that the amounts ac- 
crued for depreciation represent a re- 
turn of capital, and should, for that 
reason, be excluded from the rate base, 
This contention is not sound because 
there can be no return of capital ex- 
cept where the money representing the 
capital investment has been returned 
to the investor. The investor does not 
get a return of his capital until the 
investment is retired. 

The intricate problems of accrued 
depreciation which we have discussed 
are material in a “property value” de- 
termination of a rate base. They are, 
however, of no importance when 
“prudent investment” is given pre- 
dominant weight in determining the 
value of the property. 


In the application of the prudent 
investment standard, actual deprecia- 
tion is of no consequence except as it 
is reflected on the book reserve of the 


company under consideration. The 
book reserve of respondent represents 
that portion of the physical property 
which it has recovered from its cus- 
tomers through rates charged for its 
services. In the application of the 
prudent investment standard, a down- 
ward adjustment in the book reserve 
would result in the allowance of capital 
in the rate base which had already 
been recovered by the respondent. It 
would, therefore, be unfair to the cus- 
tomers. An upward adjustment in 
such reserve would deprive the inves- 
tors of the right to a return on capital 
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which had not actually been recovered 
by them through rates. Since the 
book reserve is excluded in the deter- 
mination of a prudent investment rate 
base, there is no injustice to the cus- 
tomers if, in fact, the reserve is too 
high ; nor does it deprive the investors 
of any capital on which they are en- 
titled to earn a fair return, if in fact, 
the reserve is too low. 


Prudent Investment Standard 

[25-27] As hereinbefore stated, 
the Department has found that neither 
original cost less depreciation nor re- 
production cost new less depreciation 
furnishes a reasonably adequate meas- 
ure for the determination of a rate 
base in this case. 

The prudent investment standard 
gained its greatest momentum and 
support as a result of the famous con- 
curring opinion of Mr. Justice Bran- 
deis in the case of Missouri ex rel. 
Southwestern Bell Teleph. Co. v. Pub- 
lic Service Commission, 262 US 276, 
67 L ed 981, PUR1923C 193, 201, 
43 S Ct 544, 31 ALR 807, decided 
May 21, 1923, in which Mr. Justice 
Holmes concurred, Justice Brandeis 
said: “The so-called rule of Smyth 
v. Ames (1898) 169 US 466, 42 L ed 
819, 18 S Ct 418, is, in my opinion, 
legally and economically unsound. 
The thing devoted by the investor 
to public use is not specific property, 
tangible and intangible, but capital 
embarked in the enterprise. Upon the 
capital so invested, the Federal Con- 
stitution guarantees to the utility the 
opportunity to earn a fair return.” 

The prudent investment standard 
appears to have been adopted by the 
regulatory Commission and courts of 
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Massachusetts for many years. It is 
there applied with notable satisfac- 
tion from the standpoint of both the 
public and the utilities. The success- 
ful application of this principle in 
Massachusetts and certain other states 
over a period of many years affords 
strong arguments for the application 
of that standard in this case. 

The prudent investment standard is 
founded on sound economic and legal 
principles. The advantages to be 
derived from the proper application of 
such standards are manifold, both to 
the public and to the utilities. It is 
appropriate to discuss some of these 
beneficial results. 

The prudent investment standard 
should be and is given major consid- 
eration in this case. It results in a 
rate base which is and will remain def- 
initely certain subject only to future 
investments or reduction in fixed as- 
sets. Fluctuations in future price 
levels will not affect the rate base so 
determined, but appropriate adjust- 
ments will be made in the rate of re- 
turn, to offset such fluctuation. The 
determination of the prudent invest- 
ment is based upon facts, rather than 
upon opinions, estimates, or judg- 
ment, which, however honest they may 
be, are at best delusive and unreliable. 
The unreliability of estimates is con- 
clusively demonstrated by the evidence 
in this record. Uncertainties and 
fluctuations will be reduced to a mini- 
mum, with a maximum benefit to the 
public and to the respondent. 


From the standpoint of the public, 
the adoption of such a standard as- 
sures the public that it will pay only 
a reasonable rate for the cost of serv- 
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ice. The cost of rendering service will 
necessarily be limited to reasonable 
operating expenses and depreciation 
plus a reasonable return upon the 
capital prudently invested in the en- 
terprise. The rates of the utility 
companies so limited assure the con- 
sumer that he is not paying upon any 
unearned increment, and is afforded 
the full protection to which he is en- 
titled. This is the limit of the pow- 
ers of regulatory bodies. 

The customers of the respondent 
will be substantially benefited by the 
application of the prudent investment 
standard, because the relationship be- 
tween the consumers and the respond- 
ent will be placed upon a more de- 
pendable basis. Future rate reduc- 


tions when justified will be made im- 
mediately, rather than after prolonged 
proceedings such as has been ex- 


perienced in this case. 

The history of rate regulation re- 
veals that it is not unusual for rate 
investigations to be legitimately ex- 
tended over a period of many years 
without fault on the part of the pub- 
lic, the company or the regulatory 
body. The public suffers a great in- 
justice in many ways by reason of 
such delays. The application of this 
standard in this case reduces to a 
minimum this very undesirable con- 
dition. : 

The advantage accruing to respond- 
ent by the application of the prudent 
investment method is apparent in this 
case. It will establish fair and equi- 
table relations between the public and 
the utility that will be certain, per- 
manent and dependable. Such rela- 
tions with the public are the principal 
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objectives of every public utility which 
is efficiently managed. 


It is beneficial to respondent to 
eliminate those risks which are det- 
rimental to its successful financial 
operation. While some degree of risk 
must necessarily attend all investments, 
any standard of principle which tends 
to reduce those risks will attract capital 
at a reduced cost. The Department 
is of the opinion that the proper ap- 
plication of the prudent investment 
standard in this case will bring about 
this desired result. 

All of the witnesses who have tes- 
tified on this subject have conceded 
either directly or by implication that 
the proper application of the prudent 
investment standard would result in 
a rate base which would be accurate, 
reasonable and equitable, both to the 
public and to the respondent. 

The investor impliedly agrees when 
he invests his capital in a public utility 
that the charges or rates for service 
shall be just and reasonable to the 
public. He expects and is entitled 
to receive a fair return on his invest- 
ment to compensate him for the out- 
lay of his capital. To this extent the 
prudent investment concept affords 
him adequate protection. The exist- 
ing investor receives all that he ex- 
pected at the time he made his invest- 
ment, and is deprived of no rights to 
which he is legally or morally en- 
titled. 

The Department finds that pru- 
dency in this connection should be 
weighed, not only in the light of what 
might be prudent from the viewpoint 
of the stockholders, but also from 
what might be prudent after giving 
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- consideration to the fact that all re- 
turn derived from the investment 
comes from the customers or potential 
customers of the company. It is con- 
ceivable that what might be prudent 
from the standpoint of a stockholder 
might work an undue hardship upon 
those actually furnishing the incentive 
—the consumers. 


Finding of Rate Base 

[28] The Department feels that it 
is not justified in adopting prudent in- 
vestment as the fixed formula for de- 
termining the rate base, because of the 
language of our statute creating and 
empowering this Department and the 
holding of our supreme court. Yet, 


under the circumstances in this case, 
and after consideration of all of the 
pertinent factors, the Department is 
of the opinion that the amount pru- 
dently invested is the most equitable 


measure for the determination of such 
rate base. The Department feels that 


the best evidence in this record points 
to this amount prudently invested as 
a just measure of the fair value of the 
respondent’s electric property. In de- 
termining this amount, the Depart- 
ment has been careful to strip from the 
respondent’s books and records every 
item representing write-ups, stock- 
watering transactions or which do not 
represent existing value contributing 
to the improved service to the public, 
at reduced rates. 

Having therefore determined that 
in this case the value of the respond- 
ent’s electric property is most ac- 
curately and equitably measured by 
the amount prudently invested in its 
electric properties, the Department 
finds that the said prudent investment 
in this case is $47,996,290, determined 
as shown on the following tabulation, 
and the Department further finds that 
this amount shall be the rate base. 
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Computation of Prudent Investment in Electric Plant 
December 31, 1943 


Capital Stock 
Common and Preferred Stock 
Capital Surplus 


Patned Surplus ...0cccece sitesi bia'eiain's Sereda sai 


Less: 
Remaining Write-up in Acct. 107 
Bond Discount and Expense Account 140 
Capital Stock Discount Acct. 150 
Reacquired Capital Stock Acct. 152 


Investment in Capital Stock 
Bonds, Acct. 210 
Misc. Long-Term Debt Acct. 213 
Investment in Long-Term Debt 


Total Investment 


Electric Plant Acct. 100 
Less: 


$26,579,250.00 
5/862.12 
1,092,176.19 
$27,677,288.31 
2,678,413.12 
2,005,893.12 
75,814.12 
129'886.38 
4,890,006.74 
$22,787,281.57 
31,269,000.00 
17,952.00 
31,286,952.00 
$54,074,233.57 


54,357,699.67 


Electric Plant in Process of Reclassification 


Acct. 100.6 


Balance : 
Reserve for Depreciation or Retirement 
Electric Plant Account 250 


Net Electric Plant 


1,602,033.36 1,602,033.36 
52,755,666.31 


4,548,737.58 





of 


48,206,928.73 


Electric Plant in Process of Reclassification Ac- 


count 100.6 
Other Utility Plant Acct. 108 
Other Physical Property Acct. 110 
Investment in Associated Companies 111 
Other Investments Acct. 112 


1,602,033.36 
6,397,916.83 
27,124.17 
25,000.00 
2,001.00 


8,054,075.36 


Less: Reserve for Depreciation and Amortization 


of Other Property Acct. 253 
Net Other Plant 


Net Total Plant 
Ratio of $48,206,928.73 of $54,311,412.09 


Prudent Investment in Electric Plant, 88.76% of $54,074,233.57 


Determination of Rates 


Rate of Return 

[29, 30] The record shows and the 
Department finds that a rate of return 
of 6 per cent upon the value of the 
property used and useful in respond- 
ent’s electric operation is a fair, just, 
and reasonable rate of return, both as 
to consumers and to the respondent 
and its investors. 
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1,949,592.00 
6,104,483.36 


54,311,412.09 
88.76% 
$47,996,290.00 


The Department has found that the 
fair value of the respondent’s electric 
property used and useful in its electric 
operations as of December 31, 1943, 
is $47,996,290, and that a rate of 6 
per cent on that amount will afford it 
a reasonable rate of return. There- 
fore, the Department finds that $2,- 
879,777 is the return herein allowed 
to respondent. 


174 





RE ARKANSAS POWER & LIGHT CO. 


To this amount should be added 
$38,852 to cover the item of interest 
on electric customers’ deposits re- 
quired by regulations of this Depart- 

Item 


Operating Revenues 


Residential 

Rural 

Commercial 

Industrial 

Government and Municipal 
Sales to Other Electric Utilities 
Sales to Railroads and Railways 
Other Electric Revenues 


Total Electric Revenues 


Operating Revenue Deductions 


Operating Expenses 

Maintenance Expense 

Taxes 

Rent for Operating Property 
Retirement Reserve Appropriations 


Total Operating Revenue Deductions 
Available for Return 


ment. The Department’s Rules and 
Regulations Governing Public Utility 
Service require that each utility pay 
interest at the annual rate of 6 per 
cent on all deposits required of its cus- 
tomers. The primary purpose of any 
utility company in requiring deposits 
from its customers is to reduce losses 
on bad debts to a minimum. In the 
past the Department has made studies 
of the effect of deposit requirements 
on bad debt losses and has determined 
that the requirement of deposit from 
customers is in the public interest in 
that it materially reduces the losses on 
bad debts. The Department, there- 
fore, finds that interest paid on the de- 
posits of the respondent’s electric cus- 
tomers should be added to the return 
allowed the respondent. 
Estimate of Revenues and Expenses 
Exhibits # 135, 142, 143, and 144 
show respondent’s estimates of the 
revenue and expenses of its electric 


operations for the year of 1944. This 
estimate was based upon three months’ 
actual and nine months’ estimated elec- 
tric operations, and are as follows: 


Detail Amount 


$3,325,000.00 
282,000.00 
3,017,000.00 
4,364,000.00 
3,028,000.00 
1,341,000.00 
84,500.00 
58,500.00 


$15,500,000.00 


6,667,000.00 
533,000.00 
3,300,000.00 
345,000.00 
1,331,000.00 


12,176,000.00 
$3,324,000.00 


The Department’s staff took no par- 
ticular exception to the estimate of the 
respondent of its revenues and ex- 
penses for the year of 1944. It did, 
however, question the continuance of 
sales to the temporary “war loads” of 
the respondent. These sales are tem- 
porary in nature and dependent almost 
entirely upon the continuation of the 
present emergency. While the De- 
partment realizes any estimate of the 
length of time such sales will continue 
is highly conjectural, it believes that 
rates which are made for the future 
should be based upon the reasonably 
anticipated revenues and expenses in 
the future. The Department, there- 
fore, finds that a reasonable estimate 
of the sales shown as “Governmental 
and Municipal” is $1,028,000. 

A reduction in the estimated sales 
of the respondent carries with it a re- 
duction in its purchased power re- 
quirements. The Department esti- 
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mates that the cost of purchased power 
of the respondent applicable to the esti- 
mated “war loads” sales not included 
in its computations will be $730,000 
and it, therefore, finds that the re- 
spondent’s estimated operating ex- 
penses should be reduced by that 
amount. 

The respondent has estimated that 
its maintenance and property retire- 
ment provisions for the year of 1944 
would be $1,864,000. The Depart- 
ment in another section of this order 
has found that $1,600,000 is sufficient 
to cover the items of depreciation and 
maintenance. It will therefore use 


$1,600,000 in this computation, 


The Department’s estimate of the 
electric operations of the respondent, 
after giving effect to the above-dis- 
cussed adjustments and before state 
and Federal income tax computations, 
is as follows: 


Item 
Estimated Operating Revenues 


Estimated Operating Revenue Deductions 
Operating Expenses 
Maintenance Expenses 
Taxes (Excluding Income Taxes) 
Rent for Operating Property 
Depreciation Expense 


Total Deductions 


Balance Available for Income Taxes and Return 


Annual Depreciation and Maintenance 

Allowance 

[31, 32] The record shows that 
from 1926 to 1937 the respondent 
operated under the “retirement re- 
serve” policy. Exhibit #121 shows 
the respondent’s record of annual re- 
tirements and maintenance, and fur- 
ther shows that its annual maintenance 
expenditures were substantially con- 
sistent, and varied, more or less regu- 
larly, with the total property being 
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maintained and the current price of 
labor and material. There was a 
gradual increase in the maintenance 
expense from 1927 through 1943, with 
a slight decrease during the period 
from 1932 through 1934. 


Retirements by the respondent as 
shown by Exhibit #121 have been 
comparatively irregular, but have 
shown a normal increase as_ the 
amount of retireable property in- 
creases. The respondent’s property as 
a whole is comparatively young, and 
its experience in retirements is like- 
wise comparatively limited. An analy- 
sis of the actual retirement experience 
gives little more than a slight indica- 
tion as to the actual annual deprecia- 
tion. 

A witness testified that from the 
standpoint of past experiences, the re- 
spondent would require between 
$860,000 and $1,000,000 for actual 


Amount 
$13,500,000.00 


$5,937,000.00 
533,000.00 
1,200,000.00 
345,000.00 
1,067,000.00 


9,082,000.00 
$4,418,000.00 


annual maintenance expenditures and 
retirements, without giving any effect 
to the accruing depreciation in the 
property or the increase in labor and 
material costs. After giving effect to 
these additional facts, the witness tes- 
tified that the annual amount neces- 
sary for depreciation and maintenance 
should be not less than $1,500,000, or 
about 3 per cent of the depreciable 
property, which is substantially less 
than was accrued in 1943, 
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The Department has determined 
elsewhere in this order that the steam- 
heat properties operated in connection 
with the steam generating plant at 
Little Rock should remain in the rate 
base for the reasons of expediency. 
The Department now finds that the net 
revenues derived from the steam-heat 
operations should be credited to the 
depreciation reserve to the end that an 
amount sufficient to write off this 
property, when it becomes impractica- 
ble to operate, should be provided for. 

The record further reveals that the 
respondent, like all industry engaged 
in the war effort, has undoubtedly 
been handicapped in its maintenance 
program by lack of materials and man- 
power, and has been put to unusual 
strain to meet its demand, thus caus- 
ing unusual maintenance. This alone 


would cause unusual expenditures for 


maintenance and depreciation as soon 
as materials and labor are available. 

As previously explained, deprecia- 
tion cannot be dissociated from main- 
tenance or maintenance policies and 
the dividing line between them must 
of necessity be arbitrary. The annual 
allowance for maintenance and depre- 
ciation, therefore, should be such an 
amount as will assure efficient service 
to the public; and, at the same time, 
protect the integrity of the investment. 
Public interest requires that the prop- 
erty used in electric operations be 
maintained at the highest level of ef- 
ficiency practicable. 

We find that the existing book re- 
serve of respondent represents that 
portion of the cost of property which 
has actually been recovered through 
rates. We will make a reasonable al- 
lowance of an amount sufficient to 
cover both maintenance and deprecia- 
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tion for the future. Out of this allow- 
ance, respondent shall be permitted to 
make such maintenance expenditures 
as its managerial judgment shall dic- 
tate, the balance of the allowance to 
be entered in the depreciation reserve. 

It is realized that without prophetic 
powers, the exact amount necessary 
for these purposes cannot now be as- 
certained. Therefore, the allowance 
will be reéxamined from time to time 
in the light of experience and necessary 
adjustments will be made as the cir- 
cumstances require, in order to protect 
the interests of both the public and the 
investors. 

The adequacy of such allowance for 
depreciation depends on the amounts 
expended for maintaining the proper- 
ty. If respondent expends large 
amounts for the maintenance of its 
property, depreciation payments which 
the customers of respondent are called 
upon to make are correspondingly re- 
duced. The distribution of the amount 
allowed, as between maintenance and 
replacements chargeable to deprecia- 
tion, is a function of management; 
and, quite obviously, is affected by 
varying conditions existing from time 
to time. Since the Department quite 
properly has no management func- 
tions, it cannot make the day to day, 
month to month determination as to 
whether particular items of property 
should be maintained or replaced. 

Weare not justified, however, in al- 
lowing respondent substantial amounts 
for depreciation of its property at the 
expense of the customers; and, at the 
same time, giving management com- 
plete freedom with respect to mainte- 
nance. 

We, therefore, conclude that the bal- 
ance in the depreciation reserve, as of 
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December 31, 1943, applicable to elec- 
tric property, of $5,154,627.22 rep- 
resents the amount contributed by the 
ratepayers to cover depreciation which 
has not been restored by the respond- 
ent at that date, and, that the respond- 
ent should accrue an amount of $1,- 
600,000, plus 3 per cent of the net ad- 
ditions subsequent to January 1, 1944, 
as the annual allowance for mainte- 
nance and depreciation, until further 
orders from this Department. 


Finding of Rate Reduction 

A determination of the excess net re- 
turn of the respondent from its electric 
operations and the necessary reduction 
in gross revenues in order to effect this 
reduction in net revenue is shown be- 
low: 


Return allowed 
Interest on Customers’ Deposits 


$2,879,777.00 
38,852.00 


$2,918,629.00 


The above amount of $2,918,629 al- 
lowed by the Department is net after 
the deduction of state and Federal in- 
come and excess profits taxes. The 
Department has estimated that the net 
income before state and Federal in- 
come and excess profits taxes in order 
to produce the above net after taxes 
will very closely approximate $3,442,- 
629. 

The Department has found that the 
estimated net revenye of the respond- 
ent before state and Federal income 
taxes will be $4,418,000. The amount 
of the reduction in respondent’s gross 
electric revenue is determined by the 
Department as follows: 


$4,418,000.00 
3,442,629.00 


$975,371.00 


The Department, therefore, finds 
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Estimated Return 
Allowed Return 


Indicated Reduction 


that the rates now charged by respond- 
ent are unjust, unreasonable, and ex- 
cessive and that a reduction of $975,- 
000 in the gross electric revenues of 
respondent should be effected. 


Future Excess Revenue 

[33] As hereinbefore noted, the De- 
partment has estimated the net reve- 
nues of respondent’s electric opera- 
tions, before income taxes, to be $4,- 
418,000. This estimate is based upon 
respondent’s estimate of revenues and 
expenses for the year 1944, The De- 
partment has also found, elsewhere in 
this opinion, the electric rate base of 
respondent and the fair rate of return 
thereon. 


Based upon these findings, the De- 
partment has found that there should 
be a substantial reduction in the gross 
electric revenues so that the rates col- 
lected by respondent from its custom- 
ers will be just and reasonable. 

In making these findings, the De- 
partment has given careful considera- 
tion to the fact that this nation has 
been engaged, since December, 1941, 
in a World War which has brought 
about economic conditions never be- 
fore experienced by the people. No 
one can predict the duration of the 
present conflict. Even in normal 
times, a prediction as to economic con- 
ditions which will prevail at any time 
in the future is highly conjectural. 
This uncertainty as to future condi- 
tions is magnified many times by the 
existing War. 

During the period of the War, the 
revenues of the respondent will, in all 
probability, equal, if not exceed, the 
estimate of revenues upon which this 
order is based. During the readjust- 
ment period following the War, there 
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might result such a reduction in rev- 
enues of respondent as to make a rate 
increase necessary. Such a rate in- 
crease would come at a time when the 
customers would be least prepared to 
meet the impact of an increase in living 
expenses. The Department therefore 
finds that the public interest requires, 
and the Department will so direct, that 
respondent create a special reserve out 
of the excess gross electric operating 
revenues accruing to respondent dur- 
ing the period of the War, such special 
reserve to form a cushion against de- 
crease in revenues and a corresponding 
increase in rates during the readjust- 
ment period. 

The Department would be derelict in 
the perfomance of its duty if it failed 
to take every reasonable precaution to 
protect the interest of the public during 
the readjustment period which will 
necessarily follow the cessation of hos- 
tilities. 

Fully mindful of the intricacy of the 
problem, the department has made 
what it believes to be a reasonably ade- 
quate provision to protect respondent’s 
customers against an increase in rates 
which might otherwise be necessary by 
reason of a reduction in revenues of 
respondent during the readjustment 
period. The provision is also designed 
to protect the return of respondent 
during the readjustment period so 
that the return will, at all times, be 
fair and reasonable under the rate of 
return as fixed by this order. These 
provisions will appear in the order 
section of this opinion. 


Miscellaneous Topics 


Steam-heat Property 
[34] The record properly shows 
that the steam-heat system which is 


179 


operated in connection with the Little 
Rock generating plant, is theoretically 
not a part of the electric property. The 
Operating costs are carried as electric 
operations, and cannot be separated 
with any degree of accuracy. The 
steam used by the system is a product 
of the electric operations, being ex- 
hausted from a turbo generator in the 
Little Rock power plant. This steam 
has value, and imposes a slight penalty 
on power generation. The employees 
of the power plant maintain and oper- 
ate the steam-heat facilities. 


The determination of the value of 
steam used in the steam-heat opera- 
tions would be arbitrary and intricate 
to the extent that its accuracy would be 
extremely doubtful. The allocation of 
operating and maintenance payrolls 
and expense would be purely specula- 
tive. The gross revenues from steam- 
heat operations are less than three- 
tenths of one per cent of the gross elec- 
tric revenues. In view of these facts 
and in view of the small amount of 
property involved, the Department 
finds it expedient to include the steam- 
heat property, together with the ex- 
pense and revenues attributable there- 
to, with the electric system. 


Working Capital and Material and 

Supplies 

[35] In instances where a reproduc- 
tion cost new is given dominant con- 
sideration in determining a rate base, 
allowance for working capital and ma- 
terial and supplies is added to the val- 
ue of the property. In this case, we 
have measured the rate base by the 
amount which respondent had prudent- 
ly invested in the enterprise. This 
method automatically includes all al- 
lowances necessary for a_ successful 
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operation, therefore it is not necessary 
to discuss the evidence with respect to 
cash working capital, etc., or to make 
any separate allowance therefor. 


Fees Paid to Affiliates 


(a) Phoenix Utility Company and 
Phoenix Engineering Corporations 
Fees 

[36] The record in this case shows 
that the respondent paid to Phoenix 
Utility Company and Phoenix Engi- 
neering Corporation a remaining net 
amount of $442,511.01 as construc- 
tion fees pursuant to the five contracts 
between the companies, evidence of 
which contracts appears in this record. 
These fees have been capitalized by the 
respondent as part of the original cost 
of construction of the respondent’s 
property. 

The Electric Power and Light Com- 
pany at that time owned and now owns 
all the common stock of the Arkansas 
Power & Light Company. The Elec- 
tric Bond and Share Company has at 
all times, since 1925, owned not less 
than 16.85 per cent of the stock of 
Electric and also all the common stock 
of the Phoenix Companies. The 
Phoenix Companies were nothing 
more than the construction department 
of the Electric Bond and Share Compa- 
ny. All of the companies were, and 
now are, affiliates of the Arkansas 
Power & Light Company within the 
definition contained in § 1{h) of Act 
324 of the Acts of 1935. 

The testimony shows that the re- 
spondent paid all expenses incurred by 
the Phoenix Companies including sal- 
aries, payroll, and material costs in 
connection with the construction work 
performed by the Phoenix Companies. 
The fees paid to the Phoenix Compa- 


nies were based upon a percentage of 
the construction cost. 

With reference to fees paid to the 
Phoenix Companies, this Department 
has previously held that “there can be 
no intercompany profits in such pay- 
ments,” and that such fees, in so far 
as they represent profits to the Phoenix 
Companies, “cannot be recognized as 
part of the investment.” See Arkan- 
sas Power & Light Co. v. McGehee 
(1941) 42 PUR(NS) 65. This De- 
partment now reaffirms its finding in 
that case. 


The fees herein considered were not 
the result of competitive bidding nor 
of arm’s-length transactions.. It has 
been recently held: 

“Legitimate cost includes everything 
spent that would have been rightly 
spent if there had been but one corpo- 
ration, but not profits charged by one 
wholly owned corporation against an- 
other.” See Pennsylvania Power & 
Light Co. v. Federal Power Commis- 
sion [1943] 52 PUR(NS) 275, 282, 
139 F 2d 445. 


This Department cannot approve 
capitalization of fees, as distinguished 
from cost, where such fees are paid in 
the circumstances of this case. It is 
true that Electric Bond and Share 
Company has not owned a majority 
of the stock of Electric at all times, 
but it is evident from the record in this 
case that Electric has at all times been 
controlled by Electric Bond and Share 
Company. It has been held that cor- 
porate control may exist without own- 
ership of a majority of corporate stock. 
See Delaware & H. Co. v. Albany & 
S. R. Co. [1909] 213 US 435, 452, 
53 L ed 862, 29 S Ct 540; and also 
United States v. Union P. R. Co. 
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[1912] 226 US 61, 95, 96, 57 L ed 
124, 33 S Ct 53. 

The Department will continue to 
hold that consumers should not be re- 
quired to pay the company a return 
on an amount representing a profit 
which the company pays to itself, or 
to an affiliate, which is in the nature 
of an extra, sub rosa dividend. 


The record in this case indicates 
that the fees paid to the Phoenix Com- 
panies pursuant to the contracts with 
the respondent were all profits and 
should, therefore, be excluded from 
investment. 


The respondent has included all 
Phoenix fees as Engineering and Su- 
pervision, The elimination of these 
fees will result in an over-all percent- 
age for Engineering and Supervision 
of approximately 5 per cent, which the 
Department believes is not unreason- 


able. Respondent has, however, made 
an urgent request that it be permitted 
a reasonable time within which to in- 
troduce further evidence showing what 
part, if any, of the remaining net fees 
represents legitimate construction cost 


to the Phoenix Companies. In its de- 
sire to afford the company every rea- 
sonable opportunity to fully develop 
its case, the Department has decided 
to grant this request in a manner which 
will not delay the issuance of this or- 
der and the resulting immediate reduc- 
tion in rates hereinafter provided for. 
Provision is therefore made in this or- 
der for transferring the remaining net 
fees paid to the Phoenix Companies in 
the amount of $442,511.01 to Account 
100.6 for further consideration by the 
Department. 


(b) Electric Bond and Share Fees 
The record shows that remaining 
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net fees in the amount of $414,505.02 
were paid by the company to Electric 
Bond and Share Company for services 
rendered pursuant to contracts be- 
tween the two companies, evidence of 
which contracts appears in this record. 
These fees were based on a percentage 
of gross revenues of the respondent and 
allocated on a percentage basis between 
operating and construction expendi- 
tures. 

What has heretofore been said with 
reference to fees paid the Phoenix 
Companies is applicable to fees paid to 
the Electric Bond and Share Company 
pursuant to these contracts. Although 
the record is silent on the subject, the 
Department is of the opinion that there 
is a possibility that some portion of 
the fees paid the Electric Bond and 
Share Company may have represented 
cost rather than profit. The Depart- 
ment is, therefore, making provision in 
this order that the remaining net fees 
in the amount of $414,505.02 paid to 
the Electric Bond and Share Company 
be transferred to Account 100.6 for 
further consideration by the Depart- 
ment. 


Blakely Dam Lands 

The record in this case shows that 
lands owned by respondent and desig- 
nated as “Blakely Dam Lands” are 
carried in the accounts of this com- 
pany as of December 31, 1943, in the 
amount of $745,017.33. This amount 
is carried under Account 110—Other 
Physical Property. 

The Department’s Uniform System 
of Accounts defines Account 110— 
Other Physical Property—as follows: 

“A. This account shall include the 
cost to the utility of land, structures, 
and equipment owned by the utility, 
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but not used in utility service and not 
properly includible in account 100.4, 
Electric Plant Held for Future Use, or 
in Account 108, Other Utility Plant. 


“B. The records supporting the en- 


tries to this account shall be so kept. 


that the utility can furnish information 
as to the nature and cost of each kind 
of property, from whom it was ac- 
quired, its location, and its use.”’ 


The Uniform System of Accounts 
defines amounts in Account 100.4— 
Electric Plant Held for Future Use— 
as follows: 

“A. This account shall include the 
original cost of electric plant owned 
and held for such service in the future 
under a plan, and property previously 
used by the utility in electric service, 
but retired from such service and held 
pending its re-use in the future, under 
a plan, in electric service. 


“B. The property included in this 
account shall be classified according to 
the detailed accounts (301 to 393) for 
electric plant in a service and the ac- 
count shall be maintained in such man- 
ner and in such detail as though the 
property were in service.” 


The testimony in this case is ex- 
tremely meager as to the facts relating 
to Blakely dam lands. Mr. Kittleman, 
one of respondent’s witnesses, was 
asked on cross-examination : 


Q. Well, let me ask you specifically, 
referring to Exhibit 33, Mr. Kittle- 
man, under Account 100.4, Electric 
Plant Held for Future Use, and then 
under that, you have Production 
Plant, and under that Hydro Produc- 
tion, $72,066.29. Does that amount 
relate to Blakely dam? 

A. No, that has no connection with 
Blakely dam, whatever. All of the 


costs in connection with the Blakely 
dam that remain in the company’s 
books are transferred out of Plant and 
Property Account, and debited down 
under Other Physical Property. 


There is nothing in this record to 
show whether the Blakely dam lands 
are properly classifiable in Account 110 
—Other Physical Property, or Ac- 
count 100.4—Property Held for Fu- 
ture Use. Respondent has urgently re- 
quested the Department to give it an 
opportunity to present competent evi- 
dence to show that, for the purpose of 
determining its rate base in this case, 
the amount attributable to Blakely 
Dam lands and now classified in Ac- 
count 110 is properly classifiable in Ac- 
count 100.4—Property Held for Fu- 
ture Use—and should be considered in 
the rate base determination. 

The Department has found that it 
would be fair and equitable to grant 
this request of respondent with respect 
to the particular item; and, therefore, 
will order the amount applicable to 
Blakely dam lands transferred from 
Account 110 to Account 100.6 for fur- 
ther consideration and for such orders 
relating to the distribution thereof as 
the Department may find to be proper. 


Conclusion 


The Department finds that the rate 
base, the rate of return, and the rates 
based thereon, as established by this 
order, will enable the company to op- 
erate sucecssfully, to maintain its fi- 
nancial integrity, to attract capital, and 
to compensate its investors for the 
risks assumed, and will require the 
consumers to pay no more and no less 
than the services which they receive 
are reasonably worth. 
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Morrison, Commissioner, concur- 
ring: I concur in the findings and the 
order adopted by my colleagues, but 
because a “decent respect to the opin- 
ion of mankind” requires reasons to 
be given for our conclusions, and be- 
cause of the fact that the original cost 
concept of rate base determination is 
so completely foreign to all former 
thinking on this matter, I believe that 
it should receive a somewhat more de- 
tailed discussion with regard to the 
fundamental principles involved. 

According to the circumstances in- 
volved in any particular case, original 
cost may or may not be the best meas- 
ure of arate base. For example, if the 
cost records of a property were kept 
under the Uniform System of Ac- 
counts and it were recently dedicated to 
public service, original cost would 
probably be the most accurate measure. 
But consider the following example: 
Recently this Department approved a 
sale of utility property for $5,000, the 
depreciated original cost of which was 
well over $30,000. It was a going 
concern, but it had lost its earning 
power through the migration of cus- 
tomers. In the latter instance original 
cost would be most unfair to the cus- 
tomers. 

Whether original cost is or is not the 
best measure of rate base valuation is 
of no particular consequence, but when 
it is adopted as an exclusive formula, it 
becomes a matter of principle, and ac- 
cordingly requires most careful con- 
sideration. 

Estimated original cost stands on a 
different footing than actual original 
cost, regardless of whether the engi- 
neering or accounting approach be 
used. This has been discussed in the 
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majority opinion, and will not be fur- 
ther discussed here. 

One fundamental objection to the 
adoption of original cost as a formula 
is that it would be tantamount te ab- 
dication of discretionary powers of the 
regulatory body to some bookkeeper 
who made entries many years ago in 
accordance with his employer’s direc- 
tions and individual ideas as to what 
constituted a capital expenditure, long 
before the Uniform System of Ac- 
counts was established. 

The effect would be to make ac- 
counting the master of regulation. Ac- 
counting should and can aid regulation 
greatly. But why should entries made 
by clerks twenty years ago carry more 
weight than the considered judgment 
of regulatory bodies based upon pres- 
ent as well as past facts and circum- 
stances? 

Mr. Justice Jackson said: “To 
make a fetish of mere accounting is to 
shield from examination the deeper 
causes, forces, movements, and condi- 
tions which should govern rates. Even 
as a recording of current transactions, 
bookkeeping is hardly an exact science. 
As a representation of the condition 
and trend of business, it uses symbols 
of certainty to express values that ac- 
tually are in constant flux. ; 
Few concerns go into bankruptcy or 
reorganization whose books do not 
show them to be solvent and often even 
profitable. Our quest for certi- 
tude is so ardent that we pay an irra- 
tional reverence to a technique which 
uses symbols of certainty, even though 
experience again and again warns us 
that they are delusive. As the 
apostle would put it, ‘accountancy is 
all things to all men.’” (Dissenting 
Opinion, Federal Power Commission 
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v. Hope Nat. Gas Co. [1944] 320 US 
591, 88 L ed 276, 51 PUR(NS) 193, 
224, 64 S Ct 281, footnote 40). 

The use of a formula permits one to 
escape the responsibility of exercising 
judgment. It is “a search for certi- 
tude.”’ 

The proponents of the original cost 
concept contend that the cost to the one 
first devoting the utility to public serv- 
ice is tangible. They contend that the 
excess over that figure is intangible; 
that intangibles represent a “capitaliza- 
tion of prospective earning power’; 
that such excess should either be (1) 
charged to surplus immediately, or 
(2) amortized in fifteen years or less, 
according to circumstances of the case. 

It is true that intangibles represent 
capitalization of future earning power. 
It is equally true that the cost of tan- 
gibles represents capitalization of fu- 
ture earning power. That is true of 
everything that is bought for future 
use, regardless of whether it be tan- 
gible or intangible. 

It seems at this point it would be 
well to define these terms. Webster’s 
International Dictionary, 1937 Edi- 
tion, defines tangible as “that which 
can be felt or seen,” and intangible as 
the opposite. 

In accounting, the term “tangible” 
is applied to the cost of physical prop- 
erty, and is called a tangible asset. 
The term “intangible” is applied to the 
cost which is in excess of that assigned 
to the physical property, and includes 
the rights or privileges acquired. Both 
classifications of cost—tangible and 
intangible—represent the total cost of 
the earning entity. 

- The basis of all accounting is cost. 
The only relation that cost has to value 
is the presumption that reasonably 


55 PUR(NS) 


prudent men do not expend costs 
without receiving value. Therefore 
the recorded costs may be considered 
as a prima facie showing of value. 

However, value is something dis- 
tinct from cost. That it is in a con- 
stant state of fluctuation is not only 
admitted by original cost advocates, 
but is offered as a reason why cost at 
the time of public dedication should 
be selected as the permanent basis of 
value. 

It seems illogical to select any par- 
ticular point in the curve of value 
fluctuations and to attempt to freeze 
the value at such point. 

By what process of reasoning can 
it be maintained that because value 
fluctuates we will not recognize the 
fluctuations? It could be as logically 
maintained that because the colors 
vary in the rainbow that the whole 
rainbow is blue. An early English 
king tried by a similar edict to stop 
the tidal fluctuations with a broom. 

What is value? Webster’s, supra, 
defines value to be “a fair return in 
money, goods, services, etc., for some- 
thing exchanged.” 

In connection with determining the 
worth of property, there are two kinds 
of value, viz.: exchange-value—“that 
which can be received immediately in 
the market,” and use-value, “that 
which can be received from the use of 
property as distinguished from its 
sale.” 

Exchange-value and use-value may 
not be closely related in worth. For 
example, it is not unusual for an article 
purchased in a junk yard at junk prices 
to serve the buyer just as effectively as 
a new article costing many times more. 
Use-value can only be an intangible 
value. It relates primarily to the fu- 
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ture. While property can be used in 
the present, nevertheless the ratio of 
present use to future use is so small as 
to be negligible. 

When a public utility purchases 
poles, conductors, etc., the articles 
bought have a definite exchange-value 
at the time of their purchase. This 
value is measured by the price paid. 
The moment the poles are put in place, 
the conductors strung, etc., the ex- 
change-value of those individual items 
of property becomes greatly dimin- 
ished. This is true because the ex- 
pense of wrecking, sorting, and deliv- 
ering to market of the individual 
poles, conductors, etc., would have to 
be deducted from their exchange-value 
at the market. Therefore, whenever 
physical property is put in place by a 
utility, a large portion of the exchange- 
value of those individual items disap- 
pears. immediately. The only way 
that a utility can recover the exchange- 
value—cost—that it has previously ex- 
pended for these items, is by using the 
property. It can only recoup all of its 
cost from use. 

If there were a free market for the 
purchase and sale of utilities as going 
concerns, it would be possible to have 
exchange-value of the utility as a 
whole, but even so, there would be no 
greater exchange-value of the com- 
ponent parts if they were dissociated 
from the whole. But there is no free 
market for the purchase and sale of 
utilities. Therefore there is no deter- 
minable exchange-value of utilities as 
such, 

The original cost advocates recog- 
nize only the exchange-value or cost of 
the physical properties at the time of 
their public dedication. 

Now, if exchange-value is to be the 
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only value in the rate base of a utility, 
then the tangible value of any utility 
would be its scrap, or salvage value, 
because as we have seen, everything 
above this amount is intangible. This 
is the logical conclusion of the original 
cost premise. No reasonable person, 
much less a court, would accept such a 
conclusion. 

As before stated, the moment physi- 
cal property is put in place by the util- 
ity, its exchange-value—called tangible 
—is reduced to its salvage or scrap 
value. Ifa utility be allowed to retain 
on its books that portion of its cost 
that it paid for the property identified 
as original cost, a very large portion 
of that figure carried on its books as 
a tangible asset—original cost—has 
only an intangible value. All of the 
excess of original cost of the property 
over its salvage value represents only 
intangible value. 

Actually, there can be no salvage 
value so long as the property continues 
to be used by the owner. Salvage be- 
comes available only upon cessation of 
use. 

Is it not obvious that it is impossible 
under any theory of accounting to 
purge “intangibles” from the records 
of a utility? Intangible values exist in 
every rate base, whether or not their 
existence as such be recognized. 

It might be asked then; what is the 
use of segregating original cost upon 
the books of the company? Although 
the answer to that question is obvious, 
it seems to have been wholly lost to 
sight, mid the hectic disputes that are 
currently in progress in which cost and 
value are confused. 

The answer is quite simple. While 
it is true that the only value of the 
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utility is intangible—use-value, nev- 
ertheless the various items of physical 
property must be retired and replaced 
from time to time. Retirements and 
replacements can only be had upon the 
basis of exchange-value or market cost. 
Therefore it is necessary to devise 
some means of accruing depreciation 
that is definitely related to exchange- 
value. Thus the accounting segrega- 
tion of the original cost of physical 
property upon the utility’s records 
serves that important purpose. 

This is not the first time that the 
question of intangible assets has been 
considered by a governmental agency. 
It has arisen frequently before the Bu- 
reau of Internal Revenue. The Bu- 
reau permits deduction from income of 
reasonable depreciation charges. Com- 
panies whose books reflected intangi- 
bles which were coterminous with the 
life of the company have been denied 
the right to depreciate or amortize 
these intangibles and to make a deduc- 
tion therefor from their income tax. 


Vide United States in Metropolitan 
Nat. Bank v. St. Louis Dispatch Co. 
(1893) 149 US 436, 37 L ed 799, 
13 S Ct 944, and many other cases and 
departmental rulings. 

The basis of this action is that in- 
tangibles, excluding those of limited 
term such as patents, franchises, etc., 
do not depreciate, but continue to ex- 
ist so long as the company is a going 
concern. This is a sound conclusion. 

If for income tax purposes intangi- 
bles exist so long as a company exists, 
how can a regulatory body deny their 
existence for rate-making purposes? 

It is generaly recognized that entries 
on books do not affect value, either 
to increase or to diminish it. The bank 
that has charged its furniture and fix- 
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tures down to $1 has just as valuable 
furniture and fixtures as though the 
original cost of those items were re- 
corded upon its books. Or again, the 
farmer that keeps no books at all has 
just as valuable livestock as if their 
cost were entered in a book. Corre- 
spondingly, write-ups do not increase 
the value of the property by one cent. 

Books of account record the costs of 
the enterprise. To that extent they 
give some indication of its condition. 
A thermometer records the tempera- 
ture of the weather. To that extent it 
gives some indication of its condition. 
While it is important to have an ac- 
curate index in either instance, yet each 
index reflects the condition; it does not 
cause it. 

It would be just as reasonable to say 
that the thermometer reading on a giv- 
en date is the temperature for all time 
thereafter as to say the values reflected 
by the recorded costs of a given date 
reflect all value thereafter. 


But, in the field of utility regulation, 
if the recorded entries representing 
existing values be arbitrarily written 
down, and no return be permitted 
thereon, then such values are destroyed 
completely through the loss of earning 
power. 

The justification of such practice is 
claimed by the fact that utilities are 
monopolies, and by the claim that “in- 
tangibles” are created by the public. 
For these reasons it is claimed that the 
utility should not be allowed to earn a 
return upon such values. 

Why was a utility granted a mo- 
nopoly in the first place? Simply be- 
cause experience has proven that in 
the business where the ratio of fixed 
assets in relation to its annual income 
is high, that the consumer receives 
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cheaper rates and better service when 
no duplication of facilities was per- 
mitted. 

Monopolies in the utility field came 
as the result of experience and the ever 
present public demand for better and 
cheaper service. 


The public likewise found from ex- 
perience that freedom from competition 
was dangerous, so it set up regulatory 
bodies as a substitute for competition. 


The public does not create intangible 
values. It only uses them. Someone 
must first plan and build the facilities, 
and then induce the public to use them. 
The claim of monopoly and the public 
creation of intangibles is clearly erro- 
neous as a reason for dismissing in- 
tangible values. 

The original cost concept is at abso- 
lute variance with our American econ- 
omy, which is based upon the individ- 
ual receiving the fruits of his own 


labor and enterprise. If any argument 
were needed as to the effectiveness of 
our system, the comparison of our war 
production with that of other nations 
which have different economies, would 
settle all doubt. 


Original cost undertakes to elim- 
inate arm’s-length profits. It is not 
only opposed to our economy, but it is 
fundamentally unsound. It either 
must be abandoned in the utility field 
as a formula, or it must be adopted in 
other fields of business, because it is 
as true in our economy as it is else- 
where that “a house divided against 
itself cannot stand.” 

In view of the dangerous implica- 
tions to the other fields of our Ameri- 
can economy, and in view of the state- 
ments above set forth, I concur with 
the majority in its refusal to adopt 
original cost as an exclusive formula 
for rate base determination. 





NEW YORK PUBLIC SERVICE COMMISSION 


Re Rochester Transit Corporation et al. 


Case No. 11,545 
July 11, 1944 


PPLICATION for approval of transfer of franchises, consents, 
d \ and rights by a nonoperating corporation to a transit com- 
pany; granted. 


Franchises, § 50 — Assignment — Public interest — Rights of stockholders. 


1. The Commission, in passing upon an application for approval of the 
transfer of franchises, consents, and rights to operate transportation facili- 
ties, is primarily concerned with whether or not the proposed transfer will 
be beneficial to the public who use the route covered by such rights rather 
than the conflicting rights of majority and minority stockholders in the 
corporation transferring such rights, p. 190. 
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Pranchises, § 50 — Assignment — Nominal consideration — Minority stockholders. 


2. An assignment for a nominal consideration of franchises, consents, and 
operating rights by a corporation no longer operating but leasing such 
rights to the assignee for operation of busses should be approved 
as in the public interest when the lease has expired, there is no 
proof of cost of such rights, the lease is no longer needed but imposes an 
excessive rental upon the operating company, the operating company owns 
most of the stock of the other company, and the only objection is that of 


minority stockholders, p. 190. 


Burritt, Commissioner: The 
Rochester Electric Railway Company 
is a domestic corporation organized 
under the Transportation Corpora- 
tions Law of the state of New York. 
It formerly owned and operated about 
44 miles of double track street rail- 
way between Lewiston avenue (Ridge 
road), formerly the northern boundary 
of the city of Rochester, and the shore 
of Lake Ontario at Charlotte. 


The Rochester Transit Corporation 


operates an omnibus system in the city 
of Rochester as successor to the New 


York State Railways. Among the 
omnibus routes operated by Rochester 
Transit Corporation is the above route 
between Lewiston avenue and Lake 
Ontario, which is operated under a 
50-year lease from Rochester Electric 
Railway. This lease expires June 30, 
1944, 

The stock of Rochester Electric 
Railway Company consists of 2,000 
shares of a par value of $100 each, 
all issued and outstanding. Of these 
issued shares Rochester Transit Cor- 
poration owns 1,776, or 88.8 per cent, 
leaving 224 shares, or 11.2 per cent, 
in the hands of twenty-one individual 
stockholders. These shares are held 
in lots of from one to 62 shares, 196 
shares being held by eight individuals 
each of whom owns 10 shares or more. 
Rochester Transit Corporation there- 
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fore controls the Rochester Electric 
Railway Company through ownership 
of a majority of its stock. 

On May 10, 1943, subject to the 
approval of this Commission, the 
Rochester Transit Corporation made 
an offer to purchase the 224 shares 
of stock owned by others, at $40 per 
share, and applied to this Commission 
for permission to acquire such 224 
shares of the stock of Rochester Elec- 
tric Railway Company. 

The Commission found (opinion 
approved August 3, 1943 in Case 11,- 
225) that the stock was not worth 
$40 and that its approximate value 
was only $31 per share. The case was 
kept open to enable the petitioner to 
amend its application in accordance 
with the Commission’s findings, but 
no amended petition has been filed. 
In connection with this prior applica- 
tion counsel representing the Transit 
Corporation stated that it had no in- 
tention of renewing the lease and that 
if it could not acquire the balance of 
the stock of the Rochester Electric 
Railway Company, the majority stock- 
holder would take steps to dissolve 
that company. 

In the petition herein it is stated 
that at a duly convened meeting of the 
stockholders of Rochester Electric 
Railway Company held October 25, 
1943, by a two-thirds vote, it was re- 


188 





RE ROCHESTER TRANSIT CORPORATION 


solved to dissolve the Rochester Elec- 
tric Railway Company and to trans- 
fer its rights and franchises to Roches- 
ter Transit Corporation for a nominal 
consideration, subject to the approval 
of this Commission. This petition 
for the approval of such transfer is 
preliminary to the dissolution of the 
Rochester Electric Railway Company. 
A copy of the proposed assignment, 
which is made in consideration of one 
dollar and other valuable considera- 
tion, is attached to the petition as 
Exhibit 1. 


Franchises to Be Transferred 


There are attached to the petition 
duly certified copies of the several 
franchises, consents, and rights pro- 
posed to be transferred from Roches- 
ter Electric Railway Company to 
Rochester Transit | Corporation. 


These are also listed in the petition, 


above referred to. These franchises, 
consents, and rights were granted by 
the former village of Charlotte (now 
a part of the city of Rochester), the 
town of Greece, and by the city of 
Rochester. None of the franchises 
has an expiration date, and apparently 
they are all perpetual. Particular at- 
tention is called to an ordinance of 
the city of Rochester adopted at a 
meeting of the common council of the 
city held April 7, 1940, which granted 
permission to the Rochester Electric 
Railway Company to substitute busses 
for cars on tracks pursuant to § 50-a 
of the Public Service Law; and that 
this consent was approved by this 
Commission in Case 10,171 (1940) 
36 PUR(NS) 161. 

The greater part of the operations 
of the Rochester Electric Railway was 
on private right of way on either side 
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of Lake avenue from the old city line 
at Lewiston avenue to Lake Ontario. 
The public franchises granted were 
generally for crossovers between the 
two sides of Lake avenue. Rochester 
Transit Corporation now operates 
busses over this same route but in the 
public streets rather than on the pri- 
vate rights of way, as was authorized 
by resolution of the Rochester City 
Council in 1940, noted above. There 
will be no changes whatever in any 
of these operations. Subsequent to 
the making of the lease Rochester 
Transit Corporation was authorized 
to make an extension westerly along 
the lake front at the northerly end of 
the leased Rochester Electric Railway 
line. One effect of the proposed 
transfer if authorized will therefore 
be to connect up two otherwise uncon- 
nected lines owned by the Rochester 
Transit Corporation. The transfer 
of these franchises will give Rochester 
Transit Corporation the complete 
right to operate over this route. 

Mr. Leonard G. Toomey, auditor 
and controller of the Rochester Trans- 
it Corporation, appeared as a witness 
and testified that the books of the 
Rochester Electric Railway Company 
show no cost of acquisition of the 
franchises. Hence it is proposed to 
transfer the property at a nominal 
cost of one dollar. Under the terms 
of the expiring lease the lessee was 
required to maintain the property, and 
after busses were substituted for cars 
on tracks the physical operating prop- 
erty of the Rochester Electric Rail- 
way Company was sold for scrap, and 
the difference between the proceeds 
of the sale and the cost as shown by 
the books was charged to surplus 
account. 
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Income Statement and Balance 
Sheet 


The operating revenues, expenses, 
and taxes of the Rochester Electric 
Railway Company were received in 
evidence. This exhibit shows rev- 
enues for the past three years, as fol- 
lows: 


of the rails and trolley wire of the 
old streetcar line, plus a small amount 
of interest on deposits. The $500 was 
the estimated value of a small lot at 
Charlotte. This lot was listed with 
a real estate broker for over two 
years without an offer. In 1914 after 
appraisal by three appraisers in the 


Operating Revenues, Expenses, and Taxes 
Rochester Electric Railway Company 


Operating revenue 
Less Federal Income Taxes (paid by Lessee) 


Net Revenue to Stockholders 


The operating revenue as shown 
above includes rental paid by the 
Rochester Transit Corporation direct 
to the stockholders in accordance with 
the terms of the lease, less Federal 
income taxes. All other taxes on the 


property were paid by the lessee in 


accordance with the terms of the 
lease. Revenue also includes a small 
amount of interest on deposited money 
received from the scrapping of the 
rails. 

The balance sheets of Rochester 
Electric Railway Company for the 
fiscal year of 1943 and for the last 
available year, follow: 


1941 
$25,836.65 
3,674.62 


$22,162.03 


1942 
$30,777.00 
7,212.47 


$23,564.53 


1943 
$40,296.92 
12,384.15 


$27,912.77 








city of Rochester it was sold to the 
Railway Properties Corporation, a 
subsidiary of the Rochester Transit 
Corporation holding its nonoperating 
properties, for the sum of $2,000, an 
amount greater than the average of 
the three appraisals. In the April 15, 
1944, balance sheet the sale of this 
lot is reflected in cash. There will be 
a small additional amount of revenue 
due after June 30th from rental, due 
to the provision in the lease that the 
lessor shall receive 25 per cent of the 
income from the line in excess of 


$55,000. 


Balance Sheets 
Rochester Electric Railway Company 


Assets 
Cash 
Deferred Debits 
Estimated Remaining. Salvage 


Liabilities 
Capital Stock Common 
Totals 
The cash in the 1943 balance sheet 
represents the proceeds of the sale 
55 PUR(NS) 


Fiscal Year Latest Available 
Ending Year 
Dec. 31, 1943 April 15, 1944 
$33,259.85 $35,259.85 


500.00 
166,240.15 


$200,000.00 
$200,000.00 $200,000.00 
$200,000.00 $200,000.00 


Objections to the Transfer 
[1, 2] Mr. Clarence S. Lunt, a 


164,740.15 
$200,000.00 
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minority stockholder, appeared at the 
hearing and objected to the approval 
of the transfer of the franchises on 
the ground that the company had not 
properly accounted for parts of the 
rentals (the 25 per cent of excess of 
$55,000 of revenues) under the lease, 
and to the transfer of the lease at the 
nominal amount of $1, until the com- 
pany renders an accurate accounting 
under the terms of the lease. There 
is little doubt that the continuation 
of the lease on the old basis would be 
much more advantageous to the stock- 
holders than the liquidation of the 
company. 

The Rochester Transit Corporation, 
majority stockholder of the Rochester 
Electric Railway Company and the 
lessee of its line, denies that the rent- 
als have not been properly accounted 
for. It affirmatively asserts that they 
have been properly accounted for, ac- 


cepted by the directors of the com- 
pany, and by the stockholders at the 
regular meetings of the company. In 
cases of this kind the Commission is 
primarily concerned with whether or 
not the proposed transfer will be 
beneficial to the public who use the 


route for public transportation. 
While payment of large rentals of the 
operating company would obviously 
be desirable from the viewpoint of the 
stockholders of the lessor company, 
such payments would inflate operating 
expenses of the operating company 
and to that extent would be detrimen- 
tal to the general public interest. 

This question was passed upon by 
the Commission in the application of 
Binghamton Light, Heat & Power 
Company for consent to the transfer 
of its electric franchise, works, and 
system to the New York State Elec- 
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tric Corporation in Case 5710 (Nov. 
26, 1930). In that opinion, approved 
by the Commission, Commissioner 
Van Namee stated: 

“This Commission is not a forum 
wherein the conflicting rights of 
majority and minority stockholders in 
corporations under its jurisdiction are 
settled. The Commission is powerless 
to discharge the functions of a court 
of equity. Differences between vari- 
ous interests in corporations are to be 
settled in courts of law. The Pub- 
lic Service Commission is an admin- 
istrative body established by the legis- 
lature for the paramount purpose of 
protecting and enforcing the rights 
of the public, and the statutes creating 
the Commission should be construed 
with that end in view. People ex 
rel. New York Steam Co. v. Straus, 
186 App Div 787, PUR1919C 1014, 
174 NY Supp 868, affirmed, without 
opinion [1919] 226 NY 704, 123 NE 
884; People ex rel. New York Teleph. 
Co. v. Public Service Commission 
[1913] 157 App Div 156, 141 NY 
Supp 1018. 

The proof clearly shows that there 
is no cost recorded on the books of 
the Rochester Railway Company for 
securing the franchises, consents, and 
rights of that company despite prot- 
estant’s assertion that the lease is 
“worth a great deal of money.” No 
proof of such worth or cost was of- 
fered in evidence. The law prohibits 
the capitalization of rights granted to 
operating companies by the public, 
and the Commission has consistently 
followed the policy of excluding from 
capitalization other than the actual 
legitimate costs of obtaining the 
franchises or rights. 

The city of Rochester appeared at 
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the hearing by its corporation counsel, 
and offered no objection to the trans- 
fer. 

In my final report on the substitu- 
tion of busses for cars by this cor- 
poration dated September 30, 1940 
(Cases 10,171 and 10,172), 36 PUR 
(NS) 161, 173, the following rec- 
ommendation regarding the Roches- 
ter Electric Railway Company lease 
was made: 

“5. The substitution of busses for 
cars on track on the Rochester Elec- 
tric Railway as such, is also in the 
public interest. Unfortunately the 
lease of this property to Rochester 
Transit Corporation which does not 
expire until June 30, 1944, provides 
for a rental of at least $16,000 (8 per 
cent on $200,000 of capital stock). 
Under present conditions this is cer- 
tainly a very excessive rental. More- 
over, due to the provision that all 
rights and privileges and franchises 
acquired shall become the property 
of the Rochester Electric Railway, 
there does not seem to be anything 
that the Commission can do about this 
lease until it expires in 1944. Any 
proposed renewal must then be passed 
upon by the Commission. There is 
no doubt that it would be in the pub- 
lic interest if this lease were canceled 
at once. Since the Transit Corpora- 
tion owns more than 88 per cent of 
the stock of the Electric Railway 


Company, and is therefore dealing 
with its own subsidiary, it could, and 
I believe should, effect the cancella- 
tion of this lease at the earliest pos- 
sible time and dissolve the Rochester 
Electric Railway Company which is 
no longer necessary for transportation 
service on Lake avenue in Rochester.” 

This lease has served its purpose. 
It is no longer needed. The Roches- 
ter Transit Corporation has no inten- 
tion of renewing it. If the existing 
franchises of Rochester Electric Rail- 
way were not transferred to the 
Rochester Transit Corporation the 
latter doubtless could obtain another 
and direct franchise from the city of 
Rochester, as it would be decidedly in 
the interest of the riding public to 
grant such a franchise rather than to 
continue the excessive rental under the 
old lease. The Rochester Transit 
Corporation will be relieved of the an- 
nual rental cost of an amount averag- 
ing about $25,000 a year. Even if it 
were proposed to continue the lease, 
the interests of individual stockhold- 
ers weighed against the general pub- 
lic interest would not warrant the dis- 
approval of the proposed transfer. 

I find that the proposed transfer 
of the franchises, consents, and rights 
of the Rochester Electric Railway 
Company is in the public interest and 
I recommend that it be approved. 
An order is submitted accordingly. 
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Taking the Tough Jobs in Stride is 
a Proved CLEVELAND Characteristic 


For more than twenty years ’“CLEVELANDS” have been 
j ohbb ab CoM deX= Mm Lol bled el-t-p amb (-1-) (Mob oMme ebb bolobu-tol-Mio) alo hb ied obbo lems lo) olan bo! 
all sort of soils and over the roughest terrain, and have 
okey eb bbe hb Lolo t-3b game Colelo} woh b elo mh (ob dol- Mb d-Tole) WolMol-1 bh d-sa-ToMb eolob dbeehb bee! 
el=vaopgeotocelol-Ma Mm Otosebsatolebenstoms (om Ol ok’ f 21 0-U\ DD). Miode) tba a Co) 
oC-IbRg-) mm ecloo ebookeborM ol-ta Co deelotelol-MPbelel-sabeloyscole) Mopal-seol-vack-s elon 4 
conditions are these features: Multi-Speed Transmission— 
7 -Wohbbeloloos ams coniid-) Mm @) ol-Sdesbb ole Ml No t-t-Ma sled obheohbbootl loo el=10 
verability — High’ Capacity Digging Wheel — Balanced 
| DY == (0 po Weel Ob ob 6 am Ia of- MEE Oto) olf at Los blo) oe Moy om @) > lodbba ame \/ os t-balode 


THE CLEVELAND TRENCHER eee Yor 
NF 


20100 ST. CLAIR AVE the Trencher LEVELAND 17, OHIO 


CLEVELANDS’ Save More... Because ee: Do More 
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Industrial Progress 


Selected information about products, supplies and 


services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


New Promotion Director of the 
“CP” Gas Range Program 


HE appointment of James I. Gorton as 
promotion director of the “CP” Gas 
Range Program, has been announced by Lloyd 
C. Ginn, chairman of the “CP” Gas Range 
Manufacturers Division of the Association of 
Gas Appliance & Equipment Manufacturers. 

Based on the increasing interest shown in 
the “CP” program by utilities and dealers, 
manufacturers of ranges bearing the ‘‘CP” 
seal announced an increase in their promotional 
budget for the first six months of 1945 at a 
recent meeting held in New York city. 

The major part of the “CP” advertising ap- 
propriation will be used to support the $6,- 
000,000 national and local newspaper advertis- 
ing program now being carried on by the gas 
industry. 

A dealer promotional package will be avail- 
able to utilities for distribution to their 
dealers. 

Ninety-five per cent of all gas utilities have 
indicated their intention of aggressively 
promoting gas ranges bearing the “CP” seal. 


R&IE Representative Named 


B. CHARTRAND, of Electrical Equipment 

e Company, distributors in Cleveland, 

Ohio, has been recently appointed sales repres- 

entative for the Railway and Industrial En- 

gineering Company, covering the immediate 
district of Cleveland. 


New Arkansas Natural Gas Head 


W. Harris of Shreveport, Louisiana, 

e was elected president of the Arkansas 

Natural Gas Corporation at the annual meet- 
ing of directors in New York. 

Mr. Harris has served as vice president and 
general manager of the company and its sub- 
sidiaries, Arkansas Fuel Oil Company, 
Arkansas Louisiana Gas Company, and 
Arkansas Pipeline Corporation, since 1928. 

The new president of Arkansas Natural 
Gas has held several official positions with 


Cities Service Company, and its subsidiaries 
in Denver, Bartlesville, Oklahoma, and in New 
York. He is a director of the American Gas 
Association, a member of the Bankers Club 
of New York and has been active in all af- 
fairs of the oil and gas industry. 


Attains Rights, Title, Interest 


fe beapante of all rights, title and interest 
in the corporate name and trademark of 
the U. S. Postal Meter Corporation marks an- 
other step in the expansion program of Com- 
mercial Controls Corporation of Rochester, 
New York. ; 

Under a purchase agreement which went 
into effect on October 2nd, the Rochester firm 
also took over all sales and service rights on 
machines and meters already manufactured 
by the former company. 

As a result of the transaction the mailroom 


‘equipment division of the Rochester corpora- 


tion will be known as the U. S. Postal Meter 
Division of Commercial Controls Corpora- 
tion. Another department of the firm, the 
Ticketograph Division, manufactures Tic- 
ketograph Pay and Production Control Sys- 
tems for use in industrial plants. 


Withholding Tax Aid 


or whose payroll handling may be 
further complicated when the Individual 
Income Tax Act of 1944 goes into effect on 
January Ist will be interested in a timely 30- 
page booklet entitled “Payroll Peaks” issued 
by Burroughs Adding Machine Company, 
Detroit 32, Michigan. 

On the first pages, this booklet carries a 
pictorial review of peaks in the growth of the 
payroll job from the enactment of the Income 
Tax Law of 1913 to the present withholding tax 
period. 

From this pictorial review, the booklet 
proceeds through the remaining pages to il- 
lustrate and describe individual plans in actual 
operation today. Thus, it gives a variety of 
practical suggestions built up from experience 
gained as the various problems have arisen. 

The booklet is available on request. 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 


Manufacturers of 


Pole Line Construction Tools 
They’re Built for Hard Work 
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“MASTER*LIGHTS"™ 


® Portable Battery Hand Lights. 
® Repair Car Roof Searchlights. 


® Hospital Emergency Lights. 


CARPENTER MFG. CO. 
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Install KINNEAR ROLLING DOORS 
and gain these advantages! 


Coil neatly 
overhead, out 
of the way — 

ey Save voluable 
ae floor, wall and 
ceiling space. 


Motor oper-\eeeeereen 
ation sends 
doors up ina ; 
hurry with no Pees 
effort — per- fe 
mits remote £ 
control. 


7 locking steel- 
slat construction 
resists wear, 
weather, fire, 

© \ theft, intrusion 


Snow, ice, 

and stored 
materials don't 
bother operation pana 
—Kinnear's go 

straight up! 





When you install Kinnear Rolling Doors you gain 
more than smooth, easy operation. Kinnear Roll- 
ing Doors coil overhead, out of the way, offering 
valuable savings in floor, wall and ceiling space. 
The sturdy, interlocking steel-slat construction dis- 
courages theft and intrusion; repels fire and the 
elements. Kinnear durability has been proved— 
doors in continual use for 20, 30, and even 40 
years are still giving the same efficient service. 
Motor operation enables you to raise doors 
quickly by merely touching a button, thus saving time and labor. Push- 
button control cuts operating and air-conditioning cost by reducing the 
tendency to leave doors open. For efficient time- and labor-saving door- 
. . ways, write for full details on Kin- 
Saving Ways in Doorways Re Rolling Doors. The Kinnear 


IW WwW EE AR Manufacturing Company, 2060-80 
ROLLING DOORS Fields Ave., Columbus 16, Ohio. 
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Save to Win 


with these four simple rules 


of battery care: 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yoursyis safe. 


Keep the top of the battery and 
battery container clean and dry at 
all times. This will assure maximum 
protection of the inner parts. 


Keep the battery fully charged— 
but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


Record water additions, voltage, 
and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 
lem, don't hesitate to write to Exide. 
We want you to get the long-life built 
into every Exide Battery. Ask for booklet 
Form 3225. 


— Exidve— 


CHLORIDE 
BATTERIES 





. «.is a vital principle 
of utility opetationl 


Conservation of materials is no new story 
to the men who operate public utilities 
With thrift and efficiency they have always) 


planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in theif” 
care... and today, that need is intensified. 7 


One helpful principle to follow is that of | 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to” 
avoid needless replacement. That conserves” 
raw materials, labor, and space in factories. | 
It frees these productive elements for essen | 


tial war production. 


THE ELECTRIC STORAGE, BATTERY CO. 
Philadelphia’ 


Exide Batteries of Canada, Limited, Toronto 
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GRINNELL 
CONSTANT-SUPPORT 
HANGERS 


CONSTANT SUPPORT OF PIPING IN ALL 
“HOT” AND COLD” POSITION. 


FULL SAFETY FACTOR OF THE SUP- 
PORTED SYSTEM IS ALWAYS MAIN- 
TAINED. 

MASS PRODUCTION FROM STANDARD 
PRECISION PARTS. 

INDIVIDUALLY CALIBRATED FOR EACH 
SPECIFIC INSTALLATION. 
LOAD-ADJUSTMENT FEATURES ARE IN- 
CORPORATED INTO THE DESIGN. 
RATED CAPACITY OF EACH MODEL 
VARIES WITH THE SIZE OF SPRINGS 
USED. OVERALL DIMENSIONS OF THE 
HANGER REMAIN CONSTANT. 


MINIMUM HEADROOM REQUIRED. 


Write for Date Book containing complete details 
of Grinnell Constant-Support Hangers 


GRINNELL COMPANY, INC. 
Executive Offices, Providence lI, R. I. 
Branch offices in principal cities 


GRINNELL 


wuensver PIPING 1s invotvep 
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50 Ships Could land 


To facilitate unloading of LSTs and other 
craft on: Emirau Island in the South Pacific, 
the Seabees with their International Diesel 
TracTracTors and bulldozers built the road 
you see here,-as well as a dock. 


Road building is only one ‘of many jobs In- 
ternational TracTracTors are handling in this 
war like seasoned veterans.. In keeping with 





. Official U. S, Marine Corps Photo 


true Seabee tradition, they build and they 
fight. 


While these tractors are fighting on the 
battlefront, it's up to all tractor operators to 
conserve equipment here on the home front. 
Make it last! Harvester and the International 
Industrial Power Distributors stand ready to 
see industrial equipment users 

through this emergency. 3 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue 


Chicago 1, Illinois 
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WELDING CABLES «+ GCRESFLEX NON-METALLIC SHEATHED CABLE - SERVICE ENTRANCE CABLE 5 
2 
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ARMORED CABLE - RUBBER POWER CABLES - VARNISHED CAMBRIC CABLES 


CRESFLEX 


NON-METALLIC SHEATHED CABLE 








FACTORY ASSEMBLED 
AND TESTED 


SERVICE ENTRANCE CABLE 








EASILY INSTALLED 
AT LOWEST COST 








TOUGH 
PAPER ARMOR 








WEATHERPROOF 
FLAME - RETARDING 
JACKET 











PARTICULARLY 
SUITED FOR WIRING 
FARM BUILDINGS, 
WAR - HOUSING 
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G CABLES « CRESFLEX NON-METALLIC SHEATHED CABLE - 





CRESCENT INSULATED WIRE & CABLE CO. 


TRENTON, N. J. 
UILDING WIRE +: IMPERIAL NEOPRENE JACKETED PORTABLE CABLE 


@ WELDIN 
asaitav 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. «< « « 





THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


or 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORE WASHINGTON CHICAGO MILWAUKEE SAN FRANCISUO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








DESIGN Si ord, Bacon & Davis, ne. RATE OASES 


OONSTRUOTION A APPRAISALS 
Engineers 


VALUATIONS AND REPORTS 
PHILADELPHIA WASHINGTON CHICAGO 








(annett Fleming Corddry and Carpenter, Inc. 


ENGINEERS 


Harrisburg Pennsylvania 








GILBERT ASSOCIATES, Inc. 


Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Sincidites’ nad Saeeiine. 
carats and > aR Serving Utilities and Industrials ar Pasay So a 

perating Betterments, : : 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 


Feed Water Treatment. Washington New York Accident Prevention. 
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(continued) 





FREDERIC R. HARRIS, INC. 
Engineers Constructors Management 
Reports Appraisals Valuations 

NEW YORK 


Knoxville San Francisco Houston 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuati investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 











CHAS. T. MAIN, INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 
Boston, Mass. “<= Washington, D. C. 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
Management 


New Projects Reorganizatiens 


Consulting Engineering Mergers 
Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 
DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
New York San Francisco 














(Professional Directory Continued on Next Page) 
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Sargent & Lundy 
ENGINEERS 
Steam and Electrie Plants 
-Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 














STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON © NEWYORK e CHICAGO « HOUSTON ec PITTSBURGH 
SAN FRANCISCO e- LOS ANGELES 














WELSBACH ENGINEERING and MANAGEMENT CORPORATION 
Utility Appraisals « Engineering » Construction « Street Lighting Maintenance 
Consultants on All Phases Utility Operations 
General Office: 1500 Walnut St., Philadelphia 2 











The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Re ports—A ppraisals 
Consulting Engineering 


80 BROAD STREET NEW YORK 4, N. Y. 








Albright & Friel Inc. BLACK & VEATCH 


Consulting Engineers CONSULTING ENGINEERS 
Investigations, Valuations, and Reports Appraisals, investigations end re- 
Design and Supervision of Construction sition of febub Cami Becneoae 
UERO ‘Lunenee Sereet Piling Pena. 4706 BROADWAY KANSAS CITY, MO. 








BARKER & WHEELER, ENGINEERS EARL L. CARTER 
Consulting Engineer 
BETTGRMENTS — COMPLETE OFFICE SYSTEMS — REGISTERED IN INDIANA, NEW YORK, OHIO, 
MANAGEMENT — APPRAISALS — RATES PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
: Public Utility Valuations, Reports and 


DESIGNS AND CONSTRUCTION — OPERATING 


11 PARK PLACE, NEW YORK CITY Original Cost Studies. 
36 STATE STREET, ALBANY, N. Y. 910 Electric Building Indianapolis, Ind. 




















Mention the FortniGHTLY—It identifies your inquiry 





November 9, 1944 Public Utilities Fortnightly 





PROFESSIONAL DIRECTORY 
(concluded) 





W. C. GILMAN & COMPANY A. S. SCHULMAN ELEctric Co. 
ENGINEERS Contractors 


and TRANSMISSION LingS—UNDERGROUND Distai- 
FINANCIAL CONSULTANTS BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


55 Liberty Street New York 537 SourH Dearzorn St. Cricaco 








JACKSON & MORELAND Marx Wo.rr 


ENGINEERS ° ops 
Public Utility Consultant 
PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 261 Broapway, New York, N. Y. 
DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS Representing the Public Exclusively 


BOSTON NEW YORK Since 1914. 


JENSEN, BOWEN & FARRELL J. W. WOPAT 


Engineers Consulting Engineer 


Ann Arbor, Michigan Construction Supervision 


Appraisals - Investigations - Reports Rate Investigations 
in connection with 


rate inquiries, depreciation, fixed capital 1510 Lincoln Bank Tower Fort Wayne, Indiana 
reclassification, original cost, security issues. 


























DAVEY TREE TRIMMING SERVICE 





1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


Tailored Trees 


Davey men know the ins and outs 
of top-clearance, side-clearance, 
drop-crotching and all the rest. pound of oxide. Lavino Activated Oxide is 


Because you get maximum sulphur removal per 


. made especially for maximum activity and 
If you want some special type of capacity, maximum trace removal and shock 


trimming, they can do it expertly. resistance. Comparing cost, performance and 
Try Davey service. savings; we believe Lavino Activated Oxide has 
si: Y Z / no close rival. 


Tree interference may aid the Axis For more information about its remarkable 
record, just write a note on your letterhead to 


E. J. LAVINO AND COMPANY. 
DAVEY TREE SERVICE 1528 Walnut St., Philadelphia 2, Pa. 


Mention the FortNiGHTLY—It identifies your inquiry 


DAVEY TREE EXPERT CO. KENT, OHIO 
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INDEX TO ADVERTISERS. 


The Fortnightly lists below the advertisers in this issue for ready a 
ence. Their products and services cover a wide range of utility needs. 
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*Addressograph-Multigraph Corp. 
Albright & Friel Inc., Engineers 

Aluminum Co. of America 
American Appraisal Company, The 





B 


*Babcock & Wilcox Co., The. 

Barber Gas Burner Company, The 

Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 
Blaw-Knox Division of Blaw-Knox Co. 

Brown, L. L., Paper Co. Inside Back Cover 
Burroughs Adding Machine Co, ...........-...0.....--- 13 








Cc 


Carpenter Manufacturing Company 

Carter, Earl L., Consulting Engineer ... 
Cleveland Trencher Co., The 

*Combustion Engineering Company, Ine. ............ 
*Commercial Controls Corporation 
*Consolidated Steel Corp., Ltd. 

*Coxhead, Ralph C., Corporation 

Crescent Insulated Wire & Cable Co., Inc. 


D 


Davey Compressor Company 
Davey Tree Expert Company 
Day & Zimmermann, Inc., Engineers 
Dicke Tool Company 
Diebold, Incorporated 











E 


Egry Register Company, The 

Electric Storage Battery Company, The 
Electrical Testing Laboratories, Inc. .................. 
Elliott Company 
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Ford, Bacon & Davis, Inc., Engineers 
Foster Wheeler Corporation 


G 


Gannett Fleming Corddry and Carpenter, Inc. 
Engineers 40 


General Electric Company Outside Back Cover 
Gilbert Associates, Inc., Engineérs 

Gilman, W. C., & Company, Engineers 

Grinnell Company, Inc. 
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Harris, Frederic R., Inc. 
Hoosier Engineering Company 
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International Harvester Company, Inc. 
*I-T-E Circuit Breaker Co. 
Professional Directory 
* Fortnightly advertisers not in this issue. 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers .................. . 3 
Johns-Manville 22 





K 
Kinnear Manufacturing Company, The ............ BS | 
*Kuhlman Electric Company ........-...-..--:::-s0 

L 


Lavino, E, J., and Company 
Loeb and Eames, Engineers ... 
» 
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Main, Chas, T., Inc. 4 
Manning, J. H., & Company, Engineers .......... ~ 4h 
*Marmon-Herrington Co., Ime,  .........--.:ce ap Ce 
Merco Nordstrom Valve Company 27 
Mercoid Corporation, The 19 








N 
Neptune Meter Company 313 
Newport News Shipbuilding & Dry Dock Co... 24” 
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*Pennsylvania Transformer Company 
Penn-Union Electric Corp. .... Inside Back cowed 
Pittsburgh Equitable Meter Oemeanst ESSE. wr 
Public Utility Engineering & Service Corpora- 
tion 41 
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Railway & Industrial Engineering Company ... b 
Recording & Statistical Corp. Inside Front Cover” 
Remington Rand Inc. 9 
Ridge Tool Company, The % 
Riley Stoker Corporation 7 
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Sanderson & Porter, Engineers 

Sangamo Electric Company 

Sargent & Lundy, Engineers 

Schulman, A. S., Electric Co., Contractors ........ 
Stone & Webster Engineering Corporation ........ 


v 


Vulcan Soot Blower Corp. 





w 
Welsbach Engineering and Management 
Corporation 42 
White, J. G., Engineering Corporation, The... 4% 
Wolff, Mark, Public Utility Consultant ........ : 
Wopat, J. W., Consulting Engineer 
40-43 


























Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


you have a Penn-Union Catalog, you 

n instantly find practically every good 

pe of conductor fitting. These few 
only suggest the variety: 


Universal Clamps to take a 
large a of conductor gees: 


M Elbows, with compression units 

ing a dependable grip on both con- 

tors, Also Straight Connectors and 
Tees ‘with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


mp Type Straight Connectors 
f Reducers, Elbows, Tees, Ter- 
hals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 


Tite Terminals for quick 
allation and easy taping. 

sleeve type terminals, 
w type, shrink fit, etc. ete. 


—— 

icing Sleeves, Figure 8 and Oval, seamless tub- 
also split tinned sleeves. High conductivity 
per; close dimensions. 

ferred by the largest utilities and 
ctrical manufacturers—because they 
e found that “Penn-Union” on a fit- 
gis their best guarantee of Dependa- 
ity. Write for Catalog. 


N-UNION ELECTRIC CORPORATION 
E, PA. Sold by Leading Jobbers 
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TILE TIL 


_ CONDUCTOR FITTIncs _— 


L. L. BROWN 


SO MUCH 


FOR 


SO LITTLE 


PAPERS made from 100% new white 
cotton cuttings save critical wor mate- 
rials. Yet the most durable lL. lL Brown 
ledgers®, instead of ordinary papers 
add less than I% to accounting costs 
but guarantee 100% protection— utmost 
resistance tc wear. Ask your printer for 


samples of the following 


LLBROWA 


RECORD PAPERS 


100% New Rag Fibres 
*L. L. BROWN’S LINEN LEDGER 


*ADVANCE LINEN LEDGER 
FORWARD LINEN LEDGER 


85% New Rag Fibres 
L. L. BROWN’'S FINE 


75% New Rag Fibres 
GREYLOCK LINEN LEDGER 


50% New Rag Fibres 
ESCORT LEDGER & MACHINE POSTING 


* Permanent Grades New White Rag 
<i) PAPER CO. 
ADAMS MASS. 
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“In looking over our experience during the past years 


I can readily see where, in practically all cases, 


we could have adapted our requirements 


to enable us to use a ‘standardized product.” 


ECAUSE the word ‘‘standardization” has 

so many meanings, some of the advan- 
tages to the buyer of the particular type of 
standardization which G.E. has proposed for 
heavy power apparatus may be overlooked. 
One of the advantages is that the utility 
ts will be 
released for the further improvement. of 
system economics. 


company’s own i ri tal 





The standardization we propose is not a 
“quality freeze" in the sense that a ‘Grade 
A” is established for all. time. It allows for 
continual betterment from model te model, 
based on the service experience of many 








users. And it aims to produce models of 
greater adaptability. 


The skillful application of these models 
within a power system is a task with con- 
siderably greater economic possibilities, we 
believe, than the arrangement of parts in 


The writer quoted above recognizes the 
long-range advantage of this type of stand- 
ardization to his engineers. He also said: ‘'! 
am very much in favor of the manufacturers 
werking out a program along this: line.” 
General Electric Co., Schenectady, N. Y. 


Every week 192,000 G-E employees purchase more than a million dollars’ worth of War Bonds. 


GENERAL 


801-110E-170 


ELECTRIC 


Sea 
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